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RESALE PRICE MAINTENANCE 


E. T. GRETHER 


Epitor’s Nore: This is an analysis of the F.T.C. report 
on price maintenance by the leading authority in the 


field. 


HE long-awaited Report of the Fed- 

eral Trade Commission on Resale 
Price Maintenance’ was submitted to 
Congress on December 13, 1945. The 
Report covers more than goo pages of 
data and analysis, excluding the unpub- 
lished appendix. The length of the docu- 
ment makes adequate review difficult in 
an article of fournal length. My discus- 
sion falls into four divisions: (1) a 
statement of the objectives and scope of 
of the Report; (2) a brief review of the 
results, chapter by chapter; (3) a dis- 
cussion of the general conclusions of the 


1U. S. Government Printing Office, 1945, pp. Ixiv, 
872. $1.50. An appendix containing statistical materials 
was not published, but may be examined at the office 
of the Commission. 


Commission beyond those included in 
the analysis of the results in (2) above; 
and (4) some final, general comments. 


I 


On April 25, 1939, the Commission 
adopted a resolution setting up the study 
of resale price maintenance. This resolu- 
tion directed an investigation into: 


“the extent, effects, and methods of the 
development by corporations engaged in in- 
terstate commerce of resale price mainte- 
nance under and by virtue of State statutes 
legalizing, under conditions therein pre- 
scribed, agreements and contracts for the 
maintenance of resale prices, on: 

“1, Manufacturers’ sales price, together 
with quality of goods sold, volume of sales, 
and selling costs for commodities under price 
contract and for similar competing com- 
modities not under price contract (including 
private brands), and the competitive rela- 


1 








2 


THE JOURNAL OF MARKETING 





tions of such manufacturers and their relative 
growth. 

“2. Retail dealers’ sales price, gross margin 
and volume of sales for commodities under 
price contract and for similar competing 
commodities not under price contract (in- 
cluding private brands), and the competitive 
relations of such dealers through association 
with other collective activities and their rela- 
tive growth, differentiating in respect to 
these various items as between independent 
dealers, chains, department stores, etc. 

“3. Price and quality to consumer for com- 
modities under price contract and for similar 
competing commodities not under price con- 
tract; where price increases result for indi- 
vidual commodities of the first group, extent 
of shift of consumer purchases from such 
commodities to similar competing commodi- 
ties of the second group or extent of price 
increases for the latter commodities; and 
consumers’ total costs. 

““4. Practices employed in obtaining the 
support of industry and the retail and whole- 
sale trades for resale price maintenance and 
practices employed in the practical establish- 
ment of resale price maintenance.’ 


Resale price maintenance is defined as 


...a system of pricing a trademarked, 
branded, or otherwise identified product for 
resale in which, pursuant to laws legalizing 
such arrangements, the manufacturer or 
other producer, or his factor, prescribes by 
contract the minimum price at which such 
product may be sold at wholesale, and the 
producers or manufacturers and their factors 
or wholesalers prescribe the minimum price 
at which such product may be sold at retail, 
in a specified State, or in a specified portion 
thereof, with the effect of legally binding all 
other distributors in the specified area to con- 
form to such price. This is done by entering 
into contract with at least one such dis- 
tributor of such product and serving proper 
notice upon all other distributors who are 
thereupon obligated to maintain the mini- 
mum price named in the contract.’ 


2 Report of the Federal Trade Commission on Resale 
Price Maintenance, p. 1. 


3 P. xxvi and pp. 4 and 5. 


The above definition follows the wording 
of the Tydings-Miller amendment al- 
though sixteen of the state Fair Trade 
acts do not specifically require the fixing 
of minimum prices only, but permit 
agreements providing that the buyer 
will not resell the item “except at the 
price stipulated by the vendor.” In its 
introductory statement the Report notes 
the historical shift in active interest in 
and support for resale price maintenance 
from manufacturers to distributors.‘ 


II 


Although the bulk of the Report is 
devoted to presenting the results of the 
studies requested under the four heads 
noted above, considerable attention is 
given also to the review of legal and his- 
torical materials in the United States 
and abroad which have significance as 
background for the Commission’s re- 
search results and final conclusions. 


FEDERAL LEGISLATION AND FEDERAL 
Court DEcIsIons 


In Chapter II (pp. 15-38), federal 
legislation (the Sherman Act, 1890, the 
Federal Trade Commission Act, 1914; 
and the Tydings-Miller Act, 1937) and 
federal court decisions are briefly 
sketched. This type of review, of course, 
is readily available from several other 
sources; the unique aspect of the Com- 
mission’s statement is the stress upon the 
Decree of the United States Circuit 
Court for the District of Indiana on 
May 9, 1907, perpetually enjoining the 
National Association of Retail Drug- 
gists, the National Wholesale Druggists’ 
Association, and others, from commit- 
ting certain acts including “the further- 
ance of resale price-maintenance schemes 
in interstate commerce.” 


<P. ¢, 
5 Pp. 36, 37, and 38. 
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Organized Support for and Opposition to 
Resale Price Maintenance 


In Chapter III (28 pp.), the story of 
the organized activities for and against 
resale price maintenance legislation over 
the years is told briefly. The story begins 
with the first national resale price main- 
tenance bill (the Stevens bill) in 1914 
and the activities of the American Fair 
Trade League in support of this bill and 
the successive versions of the Capper- 
Kelly bill. The shift in interest from 
federal to state legislation is duly re- 
counted, followed by the reverse drive 
for federal legislation once victory 
seemed assured at the state level. In the 
recounting, the clashes of interests are 
noted, and the leading parties in the 
movement are named. The shift from 
manufacturer to distributor support 
(already noted, p. 2) is again pointed 
out. 

The materials presented are for the 
most part assembled from readily avail- 
able published sources; hence, little if 
anything new is added (except perhaps 
the brief summary of efforts that were 
made to win the support of the Federal 
Trade Commission to the Tydings- 
Miller amendment). The review of the 
earlier Stevens-Capper-Kelly phase men- 
tions the rédle of Louis D. Brandeis, one 
of the founders and counsel for the 
American Fair Trade League which 
carried the burden of support during 
this period. Mr. Brandeis later became 
an eminent member of the United States 
Supreme Court and took an active part 
in resale price maintenance cases, typi- 
cally on the side of Mr. Justice Holmes, 
who became famous as a strong dissenter 
from the majority views. The review of 
the organized efforts for state legislation 
tells the story of the well-known and 
effective “Captain Plan” employed by 
the National Association of Retail Drug- 
gists.® 


THE STATE RESALE Price MAINTENANCE 
AND Unrair Practices Acts 
CHARACTERIZED 


Chapter IV, “State Resale Price 
Maintenance and ‘Unfair Practices’ 
Acts” (57 pp.) and the final chapter of 
the report (XIX), “Operation of Mini- 
mum Mark-up Acts in California and 
Washington” (26 pp.) should be read as 
a unit. In Chapter IV is recorded in 
detail the character of the “Fair Trade” 
enactments of the states, beginning with 
the California law of 1931 and its famous 
non-signer’s amendment of 1933 which 
set the pattern for and gave momentum 
to state legislative endeavors, and which 
practically speaking is the sine gua non 
of all of the statutes. 

The variations in the statutes are, 
noted state by state in relation to the 
original California pattern and the later 
model of the National Association of 
Retail Druggists. Space cannot be taken 
here to review these variations. It should 
be noted, however, that in about one- 
half of the states, wholesalers may place 
products sold by them under contract 
with retailers without obtaining the 
consent of the manufacturers.’ This 
state of affairs is particularly significant 
because the Supreme Court of the United 
States upheld the California and Illinois 
laws primarily because it believed such 
rights were desirable in order to allow 
manufacturers to protect their good- 
will as represented in trade-marks and 
brands. 

The collection of the differences and 
similarities between the acts should be 
most useful to parties involved in inter- 
state commerce, especially in relation to 
a summary of state court decisions deal- 
ing with some of these differences and 
other non-constitutional issues.* In ad- 





* Pp. 53, 64-66. 
TP. 70. 
8 See pp. 102-114 for the latter. 
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dition, the state and federal court de- 
cisions dealing with the constitutionality 
of the state resale price maintenance 
acts are reviewed briefly.® 

The Report, at this point, as well as 
elsewhere, merely states the salient as- 
pects of the opinions of the courts. It 
makes no attempt (1) to appraise these 
opinions in terms of their general and 
theoretical validity or (2) to show the 
threads and pattern of the reasoning in 
relation to the economic and social 
issues involved. 

In addition to the review of the state 
resale price maintenance acts and of 
judicial interpretations of them, there is 
also a valuable summary of the ancillary 
acts dealing with sales below costs and 
price discrimination and of the decisions 
of state courts on the constitutionality 
of these acts (these have not been tested 
in the United States Supreme Court). 
Twenty-seven statutes prohibiting “‘sales 
below cost” under certain circumstances 
are noted as of May 1, 1940.?° 

The original acts of Maryland, Michi- 
gan, Nebraska, New Jersey and Penn- 
sylvania have been passed upon un- 
favorably by the courts of the respective 
States. In California, Colorado, Mon- 
tana, Tennessee and Wyoming the courts 
have upheld constitutionality. The Com- 
mission makes no attempt to contrast 
the reasoning in these cases with that in 
the Fair Trade decisions. Likewise it 
does not point out that the favorable 
opinions have not actually come to full 
grips with the basic issue of cost deter- 
mination. The laws of twenty-four 
states, prohibiting price discrimination 
under certain circumstances are also 
reviewed" and in somewhat the same 
manner. 

* Pp. 92-102. 

10 For a review as of the end of 1940 and of 1941 see 
the notes by the present writer in the JouRNAL OF 
MARKETING, Jan. 1941, pp. 222-224; Apr. 1942, Part 


2, pp. 16 and 17. 
11 See idbid., for reviews by the present writer. 


A discussion of the operation of the 
sales below cost acts (in this instance 
designated as “minimum mark-up acts’’) 
in California and Washington pur- 
portedly appears in Chapter XIX. It is 
stated that “California was selected 
because it was the first state to enact 
such a law, and Washington was selected 
because some lines of trade in the state 
were already under Commission obser- 
vation.”’? 

But one looks in vain for any evidence 
from the state of Washington! Further- 
more, the Washington measure was not 
enacted until 1939. Inserted between 
sections of the California evidence, there 
is, however, a three-page inconclusive 
comparison ‘of prices in the District of 
Columbia (where neither a minimum 
mark-up nor resale price maintenance 
law was in effect) and in Virginia, which 
had both types of laws. This is indeed 
confusing. 

The data collected in California are 
both revealing and to some extent new 
because they were based upon recent 
investigations made by the Commission 
itself. The step by step revisions of the 
basic law. the procedures of enforcement 
in the food, tobacco, liquor and confec- 
tionery trades, and the tendency in the 
food trade to widen the retail margins 
(i.e., to raise the “floor’’) from 6 to 8 to 
10 per cent are recorded in considerable 
detail. The Commission was unable to 
satisfy itself as to the effects of the ac- 
tivities under the California law upon 
price levels but did conclude: “It appears 
that a sound basis for criticism of the 
California Unfair Practices Act is be- 
cause it led to an increase in prices of 
many staples other than those which had 
been alleged to be the basis of loss-leader 
selling.” etc 

Instead of adducing specific statistical 
evidence as to the effects, the Report 


12 P, 847. 
3 P, 862, 
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merely presents the views of anonymous 
“critics” and “‘ proponents.” No evidence 
is presented, for instance, as to whether 
the increases in prices of some items may 
not have been offset in whole or in part 
by compensatory decreases in other 
items."4 The Report, in this section as 
elsewhere, is at its best in recounting 
the details of the organization and ac- 
tivities of the trades, and not in statisti- 
cal or theoretical analysis of evidence as 
to the effects upon prices. 


ORGANIZATION AND PROCEDURES OF 
SELECTED TRADES IN GAINING 
AND ENForcING RESALE 
Price MAINTENANCE 


Almost 400 pages of the Report are 
devoted to a detailed presentation of the 
ways in which certain trades went about 
obtaining and enforcing resale price 
maintenance. As mentioned in the pre- 
ceding paragraph, the Report is ex- 
tremely adequate in this type of presen- 
tation. The following trades are examined 
at length: drugs, food, alcoholic liquor, 
malt and vinous liquor, tobacco and 
hardware. Apparently the Commission 
chose to concentrate analysis upon these 
trades; there are only brief, scattered 
references to other industries and trades. 
It is unfortunate that conditions in other 
fields were not explored in order to round 
out the review, especially in the book, 
stationery, photographic apparatus and 
supply, and gasoline fields. 


THE Druc TRADE 


The drug trade is accorded more space 
than any other—(in later sections even 
more space is devoted to this field) 125 
pages. The respect paid the drug trade 
is properly due it as the leader in the 
movement for the passage of the Fair 
Trade Laws and the Tydings-Miller 


M4 See, e.g., the discussion of the present writer in 
Price Control under Fair Trade Legislation, pp. 316-320. 


Amendment. Furthermore, resale price 
maintenance has widest application in 
this trade. The endeavor and procedures 
in this militant trade are depicted from 
the early period at the end of the last 
century down to the period of almost 
complete success at the end of the 1930’s. 

It is noted that the retail druggists 
early set as their goal an average mark-up 
of 333 per cent of selling price (50 per 
cent of cost) and that they organized 
themselves effectively locally, state- 
wide, and nationally to achieve their ob- 
jective. It is noted, too, that wholesale 
druggists in the main supported the 
retailers and that many manufacturers 
either voluntarily or under pressure 
joined forces. The whole narrative is a 
most revealing account of vigorous, 
long-continued, trade association action. 

Readers familiar with the field will 
find little new light but will be impressed 
by the tremendous amount of evidence 
that is heaped up. Furthermore, readers 
may be led to ponder the reasons for the 
perennial virility of the movement 
throughout so many states and localities. 
It is unlikely that so much heat could 
have been generated and maintained at 
such a fever level merely through the 
excitation of a few leaders. One wonders 
whether the Commission looked with 
sufficient care at the roots of the move- 
ment by contrast with its organizational 
and procedural expressions. 


THE Foop TRADE 


Chapters VI and VII (92 pp.) portray 
the developments in the food trades. 
The essence of the matter is that the 
law has had little national application so 
far as branded foods are concerned, for 
various reasons including (1) the neces- 
sity for short run price flexibility be- 
cause of changes in raw material prices, 
(2) severe competition between un- 
branded and privately branded products 
and national brands, and (3) the tre- 
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mendous variety of distributive outlets 
and procedures within the trade. 
Although the retail grocers have offi- 
cially supported the Fair Trade move- 
ment, chief interest has been centered 
upon the sales below cost—minimum 
mark-up laws. In fact, the grocers came 
to be the leading supporters of this ap- 
proach by contrast with the druggists 
who sponsored resale price maintenance. 
The most interesting evidence pre- 
sented in the Report is in Chapter VII 
in which the results of the experiments 
in the grocery field in the state of Ohio 
are presented. This state became the 
testing ground for a number of manu- 
facturers partly because of the excep- 
tional strength of the retail organiza- 
tions in the state. The Report summarizes 
the Ohio results very briefly as follows: 


“1, Only a relatively few national brands, 
compared with the total number, have been 
placed under resale price maintenance in 
Ohio. 

“2, The minimum prices have tended to 
become the maximum prices, especially in the 
metropolitan areas. 

“3. There has been a decline in the interest 
in resale price maintenance among retail 
grocers in Ohio because of the low minimum 
resale prices listed by manufacturers. 

“4. Promises on the part of retail grocers in 
Ohio to push products covered by resale 
price maintenance have not been fulfilled to 
any great extent because of the conflict of 
interests involved in promoting private 
brands versus standard brands, and the im- 
possibility of aggressively promoting the 
sale of all competing brands under minimum 
resale price contracts. 

“‘s. Most manufacturers operating under 
resale price maintenance contracts in Ohio 
have so far been unable to determine an in- 
crease in their sales. 

“6, The corporate chains in general have 
supported resale price maintenance in Ohio. 

“7, With respect to certain classes of com- 


6 P, 333. 





petitive products such as soaps, canned milk, 
flour, and cereal products, and vegetable 
shortenings there has been a tendency for the 
minimum resale prices within each class of 
products to remain identical, and to become 
effective upon the same, or approximately 
the same, dates. 

“8. Sudden price changes on products un- 
der resale price maintenance have resulted in 
increased advertising expense to some gro- 
cery distributors, who had already prepared 
their advertising using the former listed 
price. 

“9. Because of the tendency of the mini- 
mum contract price to become the maximum 
price, some retailers have refrained from ad- 
vertising such products notwithstanding the 
fact they were under resale price main- 
tenance contracts.” 


An outstanding difference between the 
drug and grocery trades is the much 
greater effectiveness of brand promotion 
by manufacturers in the former. Hence, 
resale price maintenance in the food 
trade, even if it were effective, would 
have only lesser significance since it is 
limited to branded items. It is not 
pointed out in the Report, however, that 
brand promotion in the food industry is 
growing apace; hence, the area of po- 
tential application is also enlarging. 


THE DiIsTILLED ALCOHOLIC 
Liquor TRADE 


Resale price maintenance has had wide 
application in the distilled liquor trade 
together with other regulative expedi- 
ents. Private price regulation is tempered 
by the wide variations among the states 
in public regulation of the conditions 
of sale. The state of affairs in the liquor 
trade in general, however, is sufficiently 
akin to that in drugs to produce some- 
what similar reactions. 

There are, however, a number of im- 
portant differences in addition to public 
regulations mentioned above, including 
(1) the relatively more effective compe- 
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tition of private brands, (2) the compe- 
tition of imported brands, (3) the greater 
multiplicity of brands, and (4) the sale of 
liquor on the premises in the form of 
drinks. The latter problem produced 
attempts to fix the resale price “by the 
drink” under resale contracts. In general, 
in response to the complexities of the 
trade a wide variety of local, state, and 
national organizational arrangements 
came to be used. 

These devices are described in detail 
in the Report. In several states, resale 
price maintenance was written into the 
special regulative acts and made manda- 
tory. Furthermore, a tendency arose to 
pass the burden of enforcement over to 
state regulative agencies. Most inter- 
esting and significant, some national 
and state associations “have sponsored 
legislation for a reduction in the number 
of establishments licensed to sell liq- 
uors.”"® Such action is clear evidence 
that the rationale of resale price controls 
is clearly recognized! 


MALT AND Vinous Liquors 


The Fair Trade laws have been in- 
voked only to a small degree in the sale 
of beer. Most of the evidence presented 
in the Report is from the state of Ohio. 
Two aspects of the Ohio experience are 
particularly noteworthy; viz., (1) “hori- 
zontal price agreements on beers were 
entered into in 1939, under the guise 
of ‘resale price maintenance contracts,’ 
there’’!” and (2) wholesale distributors, in 
cooperation with retailers who exerted 
heavy pressure upon them, placed beers 
under contract without the authorization 
of the owners of the trademark or 
brand.!® 

The conclusion in the Report with 
respect to the wine industry is that 

16 P, xiii. 


17 P, xliv. 
18 Tbid. 


“outside of California, it appears that 
only a comparatively few wines have 
been placed under resale price mainte- 
nance.””!® 


THE Tospacco TRADE 


The discussion of conditions and de- 
velopments in the tobacco trade is ex- 
ceptionally well done as well as signifi- 
cant. In the cigarette segment of the 
industry the small dominant group of 
manufacturers so far has not yielded to 
the demands of retailers for resale price 
maintenance partly because of the ex- 
traordinary difficulties of enforcement in 
a trade enrolling the many hundreds of 
thousands of varied outlets but chiefly 
apparently because the manufacturers 
are sufficiently powerful to withstand } 
organized dealer pressures. Conse- 
quently, attempts have been made “by 
cooperating groups of wholesalers and 
retailers to place cigarettes under resale 
price maintenance without the consent, 
approval, or assistance of manufacturers 
owning the brands.’’?° 

In Ohio, a state court has refused to 
give approval to such a contract while 
in New Jersey “such contracts are being 
enforced in the state courts in the ab- 
sence of definite evidence of collusive 
agreements.’ Only in the cigar segment 
of the industry has resale price mainte- 

nance been largely effective. It is stated 
that in some states more than three- 
fourths of the cigar volume is under re- 
sale price contracts partly because cigar 
manufacturers are more largely depend- 
ent upon the good will of distributors to 
obtain and hold their markets.” 


THE HARDWARE TRADE 


Resale price maintenance has occurred 
in the hardware trade only to a slightly 


19 P, 44l. 

20 P, xxxvii. 

21 [bid., p. Xxxviii. 
22 P, 463. 
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greater extent than in foods. The list of 
controlled items includes branded “‘spe- 
cialties” such as “sporting goods, elec- 
trical appliances, small household hard- 
ware, fishing baits, fishing rods and reels, 
cooking utensils, kitchen wares, electrical 
goods, such as electric shavers and elec- 
tric clocks and small garden tools.” 

The industries and distributive trades 
involved in the so-called “hardware” 
field are too varied and poorly defined to 
allow effective unanimity of action on 
issues of this sort. By contrast with the 
drug trade, there has been neither organ- 
ized national pressure upon manufac- 
turers nor even agreement as to policy. 

Most hardware items do not lend 
themselves to control; some of those that 
do are sold widely outside the hardware 
field, often as leaders, or are used as 
premiums. The trade-in problem limits 
effectiveness in some cases, also. Al- 
though this field in general does not to 
date have the characteristics that make 
for wide use of Fair Trade contracts, 
there may be some expansion subse- 
quently since some manufacturers have 
delayed action while observing results 
in this and other trades. 


RESALE Price MAINTENANCE AS A 
Factor 1n CoMBINATIONS TO 
Fix Prices 


Throughout the reviews of the devel- 
opments in the various trades, instances 
were noted in which the resale price 
maintenance contracts allegedly became 
the bases for broad cooperation within 
the industries and trades. In Chapter 
XII of the Report, the Commission vigor- 
ously and cogently summarizes its views 
on this issue. It begins by pointing out 
that the Tydings-Miller amendment 
reafirms the general provisions of the 
Sherman Act and “specifically prohibits 


3 P. xxxv. 


the use of so-called horizontal agree- 
ments among competitors to fix and 
maintain prices.’ 

The Commission, however, charges 
(1) that in some states the Fair Trade 
Laws have resulted in “secret agree- 
ments among distributors as to the prices 
to be maintained, and cooperative action 
in cutting off supplies,” etc.;% (2) that in 
other states cooperative action has ap- 
peared under a combination of rights 
under the Fair Trade and Unfair Prac- 
tices or Anti-Discrimination Laws,” (3) 
that “horizontal agreements among com- 
petitors of the kind prohibited by Fed- 
eral and State anti-trust laws have been 
used to effectuate resale price mainte- 
nance schemes fostered by groups of 
wholesalers, groups of retailers, or con- 
certed groups of wholesalers and re- 
tailers,”2” and (4) that the so-called 
non-signer’s clause is “the legal basis for 
for implementing various kinds of hori- 
zontal agreements.””* 


THE EXPERIENCE IN FOREIGN 
CounrTRIES 


At the end of the discussion in the 
previous section the Report points out 
that “‘accumulating American experience 
appears to be paralleling European 
experience.”® Appropriately, therefore, 
the succeeding chapter discusses resale 
price maintenance in foreign countries. 
However, the discussion is limited to 
Great Britain and Canada followed by a 
very brief reference to Germany. 

It is unnecessary to review this chap- 
ter here since the Commission did no 
researches in this field and drew upon 
readily available sources. The most note- 
worthy lesson that we may learn from 

*P. sig. 

% P. 520. 

** Pp. 525-537. 


7 P. 545. 
7 P. 546. 


* P. $47. 
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British experience is that resale price 
maintenance eventually requires some 
means of limiting numbers in the dis- 
tributive trades. Noteworthy, too, is 
that British law, liberal as it is, has pro- 
vided nothing as powerful as the non- 
signer’s clause to implement enforce- 
ment. Canadian experience and public 
policy, it is concluded, lies between that 
of Great Britain and the United States.*° 


Errects OF ResaLe Price MAInTE- 
NANCE ON Prices, MarcIns, 
AND QUANTITIES OF SALES 


Part II (271 pp.) summarizes the 
results of the Commission’s statistical 
studies. The Report relies almost entirely 
upon the results of the Commission’s 
own investigations although there are 
brief references to the well-known study 
of the Druggist’s Research Bureau un- 
der the direction of H. J. Ostlund and 
C. R. Vickland.** The research staff of 
the Commission went about its task of 
planning its researches and collecting 
data carefully. 

The collections unfortunately, how- 
ever, were limited to somewhat more 
than 40 brands of grocery products and 
g0 brands of products handled by drug 
stores in a small number of cities. Pre- 
sumably, the limitation as to products, 
brands, fields, and areas was partly 
traceable to lack of funds. Evidence was 
collected in non-price maintenance areas 
as well as in areas under control and for 
non-controlled products as well as those 
under contract, and for private brands 
as well as those under contract, and for 
private brands as well as those of manu- 
facturers. 

Not infrequently the control check in 
non-price maintenance areas indicated 
that the easy going conclusions which 


*° P. 573. 
4 Pp. 582, 703. 


otherwise seemed reasonable were sub- 
ject to serious doubt. The Report notes 
that the price quotations obtained from 
the smaller, individual dealers were 
usually from memory instead of from 
records and, hence, open to some ques- 
tion. Readers cannot but be impressed 
by the variations in results among com- 
modities, especially in the grocery field. 
At the time of the investigation (1939) 
behavior had not settled down into uni- 
form grooves—perhaps it may never 
do so. 

Numerous types of comparisons may 
be made from the data. I shall refer here 
merely to three: viz., the effects upon 
(1) price levels, (2) price differentials, 
and (3) volumes of sales. 


THE GRocERY TRADE 


In the grocery trade-some prices were 
raised in the super-markets and chain 
stores. There was a tendency, however, 
for the manufacturers to fix the mini- 
mum prices at the level, or nearly so, of 
the lowest quoted prices, perhaps, partly 
because so few products were under 
control.*? There were also some reduc- 
tions in prices in the higher priced service 
stores. In the main, the impact upon the 
price level was small; the effects upon 
consumers varied with the type of stores 
patronized, but “price increases fell most 
heavily upon those consumers who from 
necessity or personal choice patronize 
minimum service stores.” In so far as 
price differentials among retailers were 
affected, it came about chiefly through 
the occasional slight lifting at the lower 
limits of the price scale and a similar 
slight reduction at the top of the scale. 

Too few products, however, were 
under control to make these observed re- 
sults significant. With respect to the 
effects upon relative volumes of sales, 


2 P, 637. 
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the report concludes that there were 
either no visible effects or that the evi- 
dence was inconclusive. The use of the 
non-resale price maintenance area con- 
trol check was useful in weeding out 
occasional evidences of presumed effects. 


THE DruG TRADE 


In the drug trade data were collected 
for 25 kinds of commodities. The evi- 
dence for drug store products is more 
adequate than in the grocery field; in the 
latter one is impressed both by the range 
of variation and the inconclusive nature 
of the findings. In drugs, while results 
varied between products, types of stores, 
and areas, in the main, the price level was 
raised in the popular or lower priced 
stores and reduced often in the smaller 
individual stores, especially in less popu- 
lous communities. 

The Report does not conclude, but the 
evidence presented suggests strongly, 
that the increases at the lower level of 
the scale usually outbalanced by a con- 
siderable margin the decreases at the 
top. It is indicated, also, that the short 
run results may not be conclusive since 
the organized dealers may be expected 
to press for wider margins on the items 
below the hallowed 333 per cent. 

No attempt is made to develop com- 
prehensive measures of the effects upon 
price differentials although it is clear that 
there was considerable impact among 
types of stores and areas. The effects 
upon volumes of sales, it was stated, 
appeared to vary between products, and 
were in some cases “intermixed with and 
obscured by the effects of other potent 
causes.’ 

It is concluded, however, that “the 
price increases forced upon the chain and 
department stores usually were accom- 
panied by reductions in volume of the 


% P. 709. 


price-maintained brands sold by these 
stores.’’*4 As in the case of grocery prod- 
ucts, it is concluded that the burden of 
price increases fell most heavily upon the 
patrons of stores selling at lowest 
prices. 


THe Errecrs upon MANUFACTURERS’ 
Prices, Costs AND VOLUMES 


The Commission collected a consider- 
able body of data from the manufac- 
turers of the brands investigated in the 
retail grocery and drug surveys. Manu- 
facturers were asked to report quantity, 
net sales, and factory cost data with 
respect to sales to direct customers in 
selected cities for two consecutive peri- 
ods of six months. Data are presented 
for eight products, six of which are 
usually sold through drug stores, and 
two through grocery stores. 

The evidence is presented in the form 
of index numbers by ty pes of customers 
before resale price maintenance and 
after resale price maintenance for each 
six-month period for each city in terms 
of price, factory cost, and quantity 
relatives. Consequently, a tremendous 
amount of evidence is shown for these 
eight products. Yet all that could be said 
finally was that “the effects, if any, of 
minimum resale price maintenance upon 
the quantities sold by the manufacturers 
of price-maintained and competing non- 
price-maintained brands were largely 
obscured by the effects of other impor- 
tant causes affecting volume.® The same 
type of observation is also made with 
respect to the effects upon costs.** 

Since the commodities and firms are 
designated by symbols and the prices 
and other data are buried in index 
numbers, the net contribution to specific 


* P. xivii. 
* Pp. , 
*P. 715. 
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knowledge is slight. It is reported, how- 
ever, that (1) in the case of three of the 
eight products, the non-price-maintained 
brands were gaining generally in volume 
and that the gain in two of these three 
instances was more rapid in the price- 
maintenance area; and (2) in the case of 
two other products, all brands of which 
were price-maintained, volume of sales 
was maintained somewhat better in the 
price-maintenance area. As in the retail 
price studies, the results in the non-price- 
maintenance areas furnished a useful 
check on the other areas. 


MANUFACTURERS’ INVESTMENT, PROFITS 
AND Rates or RETURN 


One of the most interesting collections 
of evidence is contained in Chapter 
XVIII, ‘Manufacturers’ Investment, 
Profits, and Rates of Return.” Finan- 
cial reports were obtained from 75 manu- 
facturers. These reports were classified 
in six group intervals of 20 per cent, 
ranging from those with 80-100 per cent 
of their sales volume subject to resale 
price maintenance to those with none. 
The rates of return are shown on four 
separate bases for each of the five years 
1934-1938 and sometimes in terms of the 
five-year average. 

The tables in this chapter contain a 
mine of information for marketing stu- 
dents, especially on comparative expense 
and profit ratios. The reporting firms 
remain anonymous whereas a small num- 
ber of firms who refused to cooperate are 
mentioned by name! The Commission 
states that it is merely presenting the 
financial data with no attempt “to draw 
conclusions or indicate opinions’’’ be- 
cause of the brief period of experience 
since the passage of the Tydings-Miller 
Amendment in 1937 and the large 
number of other factors in addition to 


7 P, 804. 


price maintenance which influence the 
profit, etc. results. 

It does conclude, however, that “for 
the most part, those manufacturers who 
had the larger proportions of their prod- 
ucts under resale price-maintenance con- 
tracts in 1938 were the manufacturers 
with the larger rates of return both in 
1938 and during the years 1934 to 1937, 
inclusive.””*8 

One wonders why the Commission did 
not push the obvious implication of the 
above conclusion further. A primary 
aspect of the reasoning of the United 
States Supreme Court in its favorable 
review of the Illinois and California 
Fair Trade Laws*® was that these laws 
allowed a manufacturer to protect his 
property rights in good will as repre- 
sented in his trade-marks. 

The evidence presented in the Report 
and available elsewhere suggests clearly 
that entrenched manufacturers with 
well-known brands were not suffering 
serious losses or injury because of price 
cutting in the trades prior to the passage 
of the Tydings-Miller Amendment. The 
present writer has indicated elsewhere 
the dubious nature of this reasoning on 
the Court in terms of economic analysis.“ 


Ill 


The Report includes a 39-page sum- 
mary and conclusion which has been 
published separately by the Commission. 
The general conclusions are covered 
under 24 points. However, many of these 
conclusions and the supporting state- 
ments are merely repetitions of evidence 
or conclusions in the preceding summary 
sections in which the organization, pro- 
cedures, effects upon prices, etc. are 
reviewed. However, the final position of 

8 P. li. 

89 O/d Dearborn Distributing Co. v. Seagrams Dis- 
tillers Corp., 299 U.S. 183 (1936). 

40 Price Control under Fair Trade Legislation, op. cit., 
p- 384. 








12 


THE JOURNAL OF MARKETING 





the Commission is made clear and some 
new evidence and analysis are intro- 
duced. The Commission, as was to be 
expected, takes a strong position against 
legalized resale price maintenance in 
general and the Tydings-Miller Amend- 


\ ment in particular. 


This conclusion is not based upon the 
results of the studies into the effects to 
1940 upon prices, margins, and quanti- 
ties of sales (Part II) which often were 
inconclusive or indicated relatively 
minor consequences. The Commission’s 
position is based almost wholly upon its 
belief that resale price maintenance 
under the Tydings-Miller Amendment is 
inconsistent with the spirit and purposes 


- of the anti-trust laws.“ 


There is some brief reference to unfair 
or deceptive price cutting, and it is 
stated that resale price maintenance 
makes no distinction between sound 
and unfair price competition.” But this 
line of attack is not advanced to any 
extent. Instead, the stress throughout 
the concluding pages is upon the open 
and secret cooperation that has appeared 
in the industries and trades to obtain 
and implement resale price maintenance. 

Such cooperation is evidenced among 
retailers, among wholesalers, among man- 
ufacturers and runs vertically among 
wholesalers and retailers and at times 
among all three groups. Resale price 
maintenance by wholesalers without the 
consent of manufacturers receives much 
comment. The Commission believes that 
in actuality the prohibition of horizontal 
combination is largely meaningless ‘‘in 
the absence of effective Government 
supervision in the public interest.” 
It quotes the Department of Justice to 


"| Cf, the position taken by J. A. McLaughlin in the 
University of Pennsyloania Law Review, June 1938, pp. 
803-822. 

 P, liv. 

® P. Ixiv. 


the effect that “if its Anti-trust Division 
had sufficient men and money to examine 
every resale price maintenance contract 
written under State and Federal legis- 
lation, and to proceed in every case in 
which the arrangement goes beyond the 
authorizations of the Tydings-Miller 
Amendment, there would be practically 
no resale price maintenance contracts.’ 

It is not difficult to point out both 
elements of strength and of weakness in 
the Report. Among the former may be 
noted: 


1. The relatively dispassionate, matter-of- 
fact, objective method of presentation. 

2. The collections of statistical data are not 
over-manipulated; hence, the analysis is not 
unduly refined in relation to the nature of the 
evidence. 

3. The enormous ani valuable collection 
of material concerning the organization of 
the trades to make resale price maintenance 
effective. In fact, the chief contribution of 
the Report to knowledge is at this level. 

4. The summaries of the state laws and of 
state and federal court decisions will be very 
useful. 

5. The analysis (so far as it goes) of the 
conditions in the various trades that influ- 
ence the applicability of resale price main- 
tenance. 


Among the limitations of the Report, 
the following are noteworthy: 


1. The absence for the most part of refer- 
ence to or use of research results from private 
sources. A considerable body of supplemen- 
tary evidence could have been marshalled in 
relation to the materials in the Report. 

2. The lack of coverage of all fields in which 
resale price maintenance is employed. Al- 
though most of the leading fields were in- 
vestigated (books and stationery are notable 
exceptions), there is no indication as to the 
actual extent to which resale price mainte- 
nance has permeated American industry as a 
whole. 

3. The lack of evidence concerning the ef- 


“ Pp, xi. 
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fects (if any) of resale price maintenance 
upon the quality of goods even though this 
was specifically requested in the Commis- 
sion’s Resolution (see p. 1). 

4. The absence of adequate treatment of 
the actual and potential repercussions of re- 
sale price maintenance upon the assortment 
of items in dealers’ inventories and upon the 
prices of private brands and non-controlled 
products. Undoubtedly, resale price main- 
tenance produces some reactions which will 
tend to compensate for its direct influence 
upon prices in specific cases. 

5. The exceedingly unfortunate fact that 
the data on manufacturers’ prices, costs, and 
volume of sales are so limited. 

6. The Commission’s passing up of an op- 
portunity when it did not follow its analysis 
of manufacturers’ profits by an appraisal of 
the reasoning of the Supreme Court of the 
United States in the Illinois and California 
Fair Trade cases. The array of profit data 
does not lend credence to the position of the 
Supreme Court that resale price maintenance 
is essential in order to protect the goodwill 
of manufacturers in brands and trade-marks. 

7. The absence of discussion of the effects 
of the repeal of the Tydings-Miller Amend- 
ment upon resale price maintenance under 
the state laws. Some analysis of this issue 
was to be expected since the Commission’s 
jurisdiction is the field of interstate com- 
merce. 

8. The weakness in the Report’s general 
analysis and interpretative aspects. One gets 
the feeling in reading it that different sets of 
minds were at work on it in the field and 
price researches and in legal and over-all in- 
terpretation. In any event, the analysis is 
not pulled together finally into an organic 
and consistent unit, and finally but most im- 
portant, 

9. The overstressing in the Report of the 
procedures, devices, and organization of the 
trades to obtain and implement resale price 
maintenance by contrast with an analysis of 
the historical and contemporary conditions 
out of which the demand for it arises. 

Although the trades are characterized 
briefly as to number, types, variety of 
merchandise, etc., there is no adequate inter- 
pretation of the nature and play of competi- 


tion or of the historical shifts in the character 
of competition. Resale price maintenance is a 
derivative historically of the growth of pro- 
prietary and branded products. These de- 
velopments in manufacturing made competi- 
tion between retailers much more severe and 
also brought manufacturers into active par- 
ticipation in marketing at all stages of the 
marketing channel. 

It is not surprising, therefore, that some 
manufacturers early began to take some 
supervision over pricing in the marketing 
channel. Similarly, it is only reasonable that 
independent retailers, when the modern 
large-scale types became effective competi- 
tors, looked to manufacturers for relief, 
especially when the rigors of the Great De- 
pression and of some amount of deception 
and unfairness in pricing were added to the 
historical and contemporary forces. 

Interpreted in this manner, resale price 
maintenance in the 1930’s, when it succeeded 
in gaining its legal sanction, was not a super- 
ficial phenomenon explainable merely in 
terms of the desires of retail druggists and 
others to combine in restraint of trade. Any 
given instance, it is true, may be so explained 
—but a vigorous movement running over a 
period of years and through many localities 
and countries must stem from something 
more basic. Admittedly, the Commission is 
in a dilemma on this score. 

Interpretation in terms of the broad func- 
tioning of historical and contemporary 
forces is likely to be used as a means of 
rationalizing resale price maintenance. On 
the other hand, regulations and prohibitions 
drawn witohut due regard for the funda- 
mental nature of the pressures may succeed 
only in generating greater pressures. Basi- 
cally (although there are exceptions), the 
demand for resale price maintenance in 
recent years reflected the desires of smaller 
dealers in certain trades, where such action 
was feasible, to share more largely in the 
value proceeds in industry through collective 
bargaining. To state this is not to condone 
the approach but to recognize that it springs 
from forces that run deeply into our modern 
industrial fabric and modes of behavior and 
runs parallel with similar tendencies in other 
areas of our society. 








THE MORTALITY OF INDEPENDENT GROCERY 
STORES IN BUFFALO AND PITTSBURGH, 
1919-1941 


EDMUND D. MCGARRY 
University of Buffalo 


EW economic changes have been of 

‘more interest to marketing men than 
those centering around the life and death 
of independent retail stores. As early as 
1727 Daniel Defoe writing his “Com- 
plete English Tradesman” deplored the 
fact that so many enterprisers entered 
the retail business without preparation 
and failed to survive. Since that time 
numerous economists and students of 
social problems have pointed out the 
enormous wastes attendant upon the 
unrestrained and ruthless competition in 
the field of small business.! The prime 
example of such competition has usually 
been found in the grocery trade, for here 
the way of entrance was most easy, and a 
continuous procession of people, often 
ill-financed and ill-equipped, engaged in 
the business, only to find that its over- 
expanded facilities and low profitability 
made failure almost inevitable. 

In 1930 the writer published the first 
intensive study of retail trade mortality, 
using the data contained in the retail 
grocery lists published in the city direc- 
tories of Buffalo from 1919 to 1929, as a 
basis for his statistics.? The findings were, 
in a way, sensational. More than half of 
the establishments which entered this 
business were lost to the records before a 
second year rolled around. A third of the 

1 Dr. Isador Lubin discussed this problem in a paper 
read before the Michigan Academy of Science in 1920. 
“The History of Mr. Polly,” by H. G. Wells in 1930, 
dramatically emphasized the personal side of the prob- 
lem. In 1938 Dr. Willard Thorp made it the theme of his 
address before the Boston Conference of Distribution. 

* “Mortality in Retail Trade,” University of Buffalo 


Studies in Business Number 4, Bureau of Business and 
Social Research (1930). 
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total number of stores recorded fell by 
the wayside each year, only to be re- 
placed by others as eager to try their 
luck. According to the figures only one 
in twenty new stores could expect to 
continue in business for as long as ten 
years. Since the publication of this 
study, numerous other studies have been 
made with varying results, depending 
upon the sources used and the refine- 
ments of the methods followed; but all 
have confirmed the general conclusion 
that the mortality rates for grocery 
stores were high—too high in fact for a 
healthy economy.’ 

Most of the studies which have been 
published are based on data recorded in 
the twenties or early thirties and do not 
carry through the more recent years. 
Yet, since 1930, not only has a severe 


* The chief studies covering the mortality of inde- 

pendent grocery stores are as follows: 

1. Paul Converse, Business Mortality of Illinois Retail 
Stores from 1925 to 1930 (Bulletin No. 41; Univer- 
sity of Illinois: Bureau of Business Research). 

2. Roland S. Vaile, Grocery Retailing, With Special 
Reference to the Effects of Competition (University 
of Minnesota Studies in Economics and Business, 
1932). 

3. E. T. Halaas, Mortality of Retail Stores in Colorado, 
1926-1935 (University of Denver Business Study 
Number 82). 

4. Earnest A. Heilman, Mortality of Business Firms 
in Minenapolis, St. Paul, and Duluth, 1926-1930 
(University of Minnesota Studies in Economics 
and Business, 1935). 

s. A. E. Boer, “Mortality Costs in Retail Trades,” 
JOURNAL OF MARKETING, July 1937. 

6. R. G. and A. R. Hutchinson and Mabel Newcomer 
“A Study in Business Mortality,” American Eco- 
nomic Review, September 1938. 

7. E. D. McGarry, The Structure and Stability of Re- 
tail Trade in Buffalo—Grocery Stores (University of 
Buffalo Bureau of Business and Social Research, 


1939). 
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depression been weathered, but pro- 
found changes have also taken place in 
the buying habits of consumers, partic- 
ularly in the grocery field. The insistent 
demand for a wider and wider choice of 
varieties and brands of merchandise, the 
increasing tendencies to concentrate 
purchasing of groceries in a single store 
and to buy in large quantity on a single 
shopping trip have brought about the 
development of the one-stop shopping 
center and the super-market. How have 
these changes affected the entering and 
leaving of the grocery business by 
entrepreneurs? What effect did the de- 
pression have upon the birth and death 
rates of retail grocery stores? If the 
depression did affect these rates, may 
the changes which occurred be expected 
to be permanent, or may another period 
of prosperity such as we had in the 
twenties bring back the situation so 
clearly observed in the earlier studies? 
These are some of the questions upon 
which the writer hopes to throw some 
light in the following pages. 


ProcepurE Usep 1In MAKING 
Tuis Stupy 


In preparing the material for the pres- 
ent study, the same procedure has been 
followed as was used in the original 
study of Buffalo grocery stores. For the 
study of Pittsburgh stores, Professor 
A. E. Boer of the University of Pitts- 
burgh has collaborated in the collection 
and the tabulation of material. As 
Professor Boer has followed the same 
methods in the present study which he 
used in his doctoral dissertation in 1936, 
and as the methods used in that study 
closely approximated those used in the 
earlier Buffalo study, the two Buffalo 
studies and the two Pittsburgh studies 
may all be considered comparable, with 
exceptions mentioned later. 

The procedure followed in all of these 
studies may be described briefly as fol- 


lows. First, the names and addresses of 
all of the grocery stores listed in the city 
directory for the beginning year were 
recorded on cards. Then, for each suc- 
ceeding year in which the same stores 
were recorded at the same addresses the 
year-date was marked upon the card. 
When a store was not recorded, the year 
was left blank. When a store not recorded 
in a previous year appeared, a new card 
was made out. If there was a change in 
the name or the address, a new card was 
made out, indicating either a change in 
the proprietorship at that address or a 
change of the address of the proprietor. 
When the entire period was covered in 
this way the cards were arranged in 
alphabetical order of names. The cards 
were then rearranged according to street 
addresses and those changes due ob- 
viously to typographical errors and 
misspelled names were eliminated. The 
cards were finally tabulated according to 
the number of years which each had con- 
tinued in business. 

The entrance rate of stores is cal- 
culated by counting the number of new 
stores,—stores which had not been re- 
corded in the previous directory—and 
stating this as a percentage of the total 
stores in business in the given year. The 
mortality rate of stores represents the 
number of withdrawals each year as a 
percentage of total independent stores 
recorded in the city directory of the 
previous year.‘ The withdrawal of a 
store, or the change of its proprietor, or 
the change of his address does not imply 
necessarily that the store has failed or 
has become insolvent. In fact, it is 
probable that most stores just “‘fizzle 
out.” Often when a proprietor finds he is 
losing money, he sells out to someone 
else. A number of stores in these surveys 


‘ The term “mortality rate” as used here may be con- 
sidered as a “gross” rate as it includes not only the exit 
of a proprietor from business but also the change of a 
proprietor from one location to another. 
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had changed hands five or six times in 
the thirteen-year period covered. 


ENTRANCES INTO AND EXITS FROM 
THE GROCERY TRADE 


In Buffalo in 1929 there were 1,559 in- 
dependent grocery stores recorded in the 
city directory. By 1942 the number had 
dropped to 1,294, a decline of 17 per 
cent. However, within this period of 13 
years, 4,434 new stores had entered the 
trade and 4,699 had left it. In other 
words there had been more than three 
complete turnovers in the proprietor- 
ships of these stores. 


During the period examined there 
was an exodus ranging from 18 per cent 
to 29 per cent of the stores in Buffalo 
each year. But an influx of new stores 
varying from 15 to 33 per cent each year 
filled most of the places of those which 
had left the field. Table IA shows the 
total number of stores recorded, the 
number of entrances, the number of 
exits and the entrance rate and mortality 
rate for each year from 191g to 1942. The 
data for the years 1919 to 1928 are taken 
from the earlier study, “Mortality in 
Retail Trade,” while the figures from 
1928 on are from the present compila- 


Tasre IA.—Burrato: Totat InpePpenDent Grocery Stores, NuMBER OF ENTRANCES, 
Numser or Exits, anpD Entrances AND Exits As PERCENTAGES OF 
Tora Srores sy YEARS, 1929-1942* 











Year Total Stores Number of Number of Entrance Mortality 
Recorded Entrances Exits Rate Rate 
1918 1,459 
1919 1,546 519 432 33.6 29.6 
1920 1,488 515 573 34.6 37-0 
1921 1,568 569 489 36.3 32.8 
1922 1,717 663 514 38.6 32.8 
1923 1,786 740 671 41.4 39.1 
1924 1,792 700 694 39-1 38.8 
1925 1,875 734 651 39.1 36.3 
1926 1,906 685 654 35-9 34-9 
1927 1,743 641 804 36.8 42.2 
1928 1,674 502 $71 30.0 32.8 
1929 1,559 
1930 1,658 550 451 12.2 28.9 
1931 1,625 417 450 25.7 27.1 
1932 1,570 412 467 26.3 28.7 
1933 1,549 405 426 26.1 27.1 
1934 1,547 434 436 28.1 28.1 
1935 1,519 387 415 25.5 26.8 
1936 1,491 280 308 18.8 20.3 
1937 1,471 304 324 20.7 21.7 
1938 1,495 312 288 20.9 19.6 
1939 1,463 289 321 19.8 21.5 
1940 1,433 247 277 17.2 18.9 
194! 1,372 203 264 14.8 18.4 
1942 1,294 194 272 15.0 19.8 
Total (1929-1942) 21,046 41434 4,699 
Average 1,503 341 361 22.8 23.8 





* The number of entrances is given as of the year they are first recorded, while the number of exists is given as 
of the first year they fail to appear. The number of entrances as a percentage of the total of a given year is known 
as the “entrance rate.” The number of exits as a percentage of the total stores of any year is known as the “mor- 


tality rate” of the succeeding year. 


Figures from 1918 to 1928 are taken from “Mortality in Retail Trade, Buffalo, 1918-1928.” 
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tion. The gap in the number of entrances 
and the number of exits for the years 
1929 and 1928 respectively indicates 
that the two studies could not be com- 
pletely integrated. 

Chart 1A shows the number of en- 
trances and the number of exits graphi- 
cally. A glance at this chart for the period 
from 1930 to 1940 shows that with the 
exception of two years (1930 and 1938) 
the exits each year exceeded the en- 
trances. This accounts for the decline in 
the total number of stores during the 
period. The number of entrances reached 
their peak in 1923, and from 1925 to the 
end of the period there is a fairly con- 
sistent decline in the number of new- 
comers. A like decline is observed in the 
number of exits after the peak was 
reached in 1927. In 1923 there were 740 
new stores listed, whereas in 1942 there 
were only 194 new stores. In 1927 there 
were 804 exits from business, while in 
1942 there were only 272 withdrawals. 
It will be seen that throughout the period 
there is a fairly close relationship be- 
tween the number which entered the 
business each year and the number which 
left it, although in most of the years the 
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number of exits from the previous year 
exceeded the number of entrances. 

The figures for the City of Pittsburgh 
follow closely those for Buffalo, al- 
though the number and proportion of 
stores entering the grocery trade as well 
as the number and proportion of stores 
leaving it were in most years consider- 
ably smaller than the corresponding 
figures for Buffalo. The figures for 
Pittsburgh are shown in Table IB. In 
1929 there were 2,063 independent 
grocery stores recorded in the Pittsburgh 
city directory. By 1942 the number had 
dropped to 1,365, a decline of 34 per cent. 
Within the period of 13 years 3,001 stores 
had entered the trade and 3,699 had left 
it. The turnover of stores was thus about 
2.2 times, compared with a turnover of 
3.1 times for Buffalo. 

Chart 1B shows graphically the en- 
trances and exits from the Pittsburgh 
retail grocery trade. The same general 
tendencies are observed here as in the 
chart for Buffalo. There were declines in 
both entrances and exits after 1925 and 
1927 respectively which continued in 
general until 1939 after which there were 
slight increases, due perhaps to the ap- 
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Cuart 1A, Buffalo: Entrances and Exits of Independent Retail Grocery Stores by Years, 1919-1942 
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Tas.e IB.—Pirrspurcn: Totat INDEPENDENT Grocery Stores, NUMBER OF ENTRANCES, 
NumBer oF Exits, AnD EntRANCES AND Exits AS PERCENTAGES OF 
Tora Stores By YEARS, 1929-1942* 











oi Total Number of Number of Entrance Mortality 
Stores Entrances Exits Rate Rate 
1924 1,757 
1925 2,040 698 415 34.2 23.6 
1926 2,107 528 461 25.1 22.6 
1927 2,060 428 475 20.8 22.5 
1928 2,099 439 400 20.9 19.4 
1929 2,063 424 460 20.6 21.9 
1930 2,025 341 379 16.8 18.4 
1931 1,965 277 337 14.1 16.6 
1932 1,851 224 338 12.1 7.3 
1933 1,710 195 336 11.4 18.2 
1934 1,594 249 365 15.6 21.3 
1935 1,596 263 261 16.5 16.4 
1936 Ay! 222 244 14.1 ‘<3 
1937 1,520 193 247 12.7 15.7 
1938 1,566 228 182 14.6 12.0 
1939 1,557 186 195 11.9 13.5 
1940 1,527 214 244 14.0 15.7 
1941 1,514 254 267 16.8 17.5 
1942 1,365 155 304 11.4 20.1 
Total (1929-1942) 23,427 3,001 3,699 
Average 1,673 231 285 14.1 16.8 





* Figures from 1924 to 1928 are taken from Boer, “Mortality in Pittsburgh Retail Trade.” 


See note for Table IA. 


proach of the war. In every year from 
1928 on, except 1935 and 1938, exits ex- 
ceeded entrances. The fact that exits 
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exceeded entrances by a larger propor- 
tion than in Buffalo accounts for the 
greater decline in the number of stores in 
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Cuart 1B, Pittsburgh: Entrances and Exits of Independent Retail Grocery Stores by Years, 1925-1942 
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Pittsburgh. In 1925, some 698 stores 
entered in Pittsburgh, while in 1939 there 
were only 186 and in 1942 only 155. 
There was somewhat less consistency 
between the entrances and the exits in 
Pittsburgh than in Buffalo. 


ENTRANCE RATES AND 
MortTALItTy RATES 


The entrance rate and the mortality 
rate for each year for Buffalo stores as 
shown in Table IA are presented graphi- 
cally for the years 1922 to 1942 in Chart 
2A. An examination of this chart reveals 
that there has been a fairly consistent 
downward trend in both of these rates 
throughout the period, as there were in 
absolute numbers, and that in general 
the two rates are fairly closely associated 
throughout the period. Chart 2B shows 
that the same observations hold true, 
although to a lesser degree, for the 
Pittsburgh stores. 

The reasons for the close association of 
entrance rates and mortality rates is 
easily found when the mortality rates are 
broken down according to the number 
of years the withdrawing stores had been 
in existence. Table IIA shows the per- 











4 L 4 4. -" iL —' A. 4 
922 1923 1924 (925 (926 27 1928 929 1930 sn 
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centage of firms in Buffalo discontinuing 
business in the successive years following 
their entrance for the years 1930 to 1942. 
Approximately 44 per cent of all the 
stores entering business between 1929 
and 1941 were not recorded in a succeed- 
ing year. These stores had apparently 
withdrawn from business after a life of 
less than one year. Corresponding per- 
centages for the stores in Pittsburgh are 
shown in Table IIB. In the case of 
Pittsburgh stores, however, only about 
41 per cent entering business between 
1929 and 1941 had withdrawn before the 
second count was made. 

It is significant that this first-year 
mortality in Buffalo has tended to de- 
cline throughout the period from 1929 
to 1941. Of the 550 firms which entered 
business in 1929, 250 or 45 per cent were 
not recorded in the following year, but of 
the 247 firms which entered business ten 
years later in 1939, only 83 or 31.1 per 
cent failed to be recorded in a succeeding 
year. In Pittsburgh the first-year mor- 
tality rates reached their peak in 1933 
when 66.7 per cent of the new stores left 
the business within a year, then the rates 
declined to the low point of 30.7 per cent 


== Entrance Rate 


a= Mortelity Rate 





1934 1935 936 sr) = #838 39 19940 


Cuart 2A. Buffalo: Entrance Rates Compared with Mortality Rates of Independent Grocery Stores, 
1922-1942 
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Tasie I[A.—Burra.o: PercentAGE or Firms DiscontTinuinc 1n Eacu Successive YEAR 
AFTER THEIR ENTRANCES, 1930-1942 











Year of Successive Years Following Entrances groan Total 

Entrance 1st 2nd 3rd 4th 5th Oth 7th 8th oth roth rith rath of Perio 7 «Entrances 
1929 

1930 ee WE SS A aoe a ae ae Pe 2 a ee 8.2 100 
1931 2.6 29h 627.38 Bip 839 3.3 2.9 «3» 1.8 9 8.6 100 
1932 8. 8S 14.46 2.3. 30.8.9 1.7 2.0 26 19 6.3 100 
1933 6 81.6 6.9 §-4 464-3 4.4 1:0 13.6 1.2 10.1 100 
1934 ce the 6 ‘OSD 84-87 EH 84 13.6 100 
1935 4 39.8 11029 “915 §.5:°28 3:9 17.8 100 
1936 a4. 24.4 84.7.3 94. 4-3 au .3 100 
1937 96.5 13.2 10.9 8.6 3.5 $7.3 100 
1938 43.0 13.5 6.7 6.3 31.7 100 
1939 Mit 87.4 38.4 40.1 100 
1940 33-6 17.4 49.0 100 
1941 38.9 61.1 100 
1942 100.0 100 

AB years 44.1 14.7 8.9 5.4 4.1 3-1 2.0 3.8 3.5 3.2 3.6 9 





in 1938, and rose again as the new en- tality figures. When the number of 
trances increased after 1938 to 42.5 per entrances declines, the proportion of new 





cent in 1940. In both Buffalo and _ stores, which are the most likely ones to 
Pittsburgh this heavy “infant mortality” withdraw, declines also, with the result 
gives a strong weight to the total mor- that mortality rate as a whole declines. 
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Cuart 2B. Pittsburgh: Entrance Rates Compared with Mortality Rates of Independent Grocery Stores, 
1925-1942 
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Tas_e IIB.—Pirrssurcu: Percentace or Firms Discontinvine 1n Eacu Successive 
YEAR AFTER THEIR ENTRANCES, 1930-1942 











Year of Successive Years Following Entrances eee Total 

Entrance rst 2nd jrd- gth sth Oth 7th 8th oth roth 1th seth of Period Entrances 
1929 
1930 q3.6 139.8 9.8: 7.9: §.9 3.9 28.0 8.3 8.8 8.§ 8.§ 38.0 Pe, 100 
1931 qn 83:7 O@ 6.9 34 $2. 1.8 2.6 8-6 6.8 38.9 11.0 100 
1932 34-4 23.6 I1.0 2.7 3.1 1.8 0.9 0.9 3.1 2.7 15.8 100 
1933 66.7 6.7 4.6 2.0 2.0 2.0 0.§ 0.0 0.5 15.0 100 
1934 93.0 13.9 97.0 90 4§.3 32 908 .4.0 20.9 100 
1935 at 13.4 6.0 6.8. §.9 $.9°' 4.3 21.2 100 
1936 99.0 11.0 6.3 7.6 §.8 6.3 24.0 100 
1937 37.1 16.1 10.0 6.8 6.0 24.0 100 
1938 30.7 18.0 9.3 I1.0 31.0 100 
1939 sha 14.3 9-6 37.8 100 
1940 42.5 10.3 47.2 100 
1941 42.3 58.7 100 
1942 

All years 40.3 14.2 8.2 6.3 4.7 3.7 3.2 1.2 1.6 1.7 2.3 2.0 





“Lire Expectancy’ OF INDEPENDENT 
STORES 


By tabulating the number of stores 
which continued in business in succeed- 
ing years, a figure can be computed 
which will represent roughly the chances 
a store has of surviving over a particular 
length of ‘time. The resulting per- 
centages may be regarded as the “‘life 
expectancies” of new stores entering 
business, although, of course, the period 
studied is too short to give such figures 
actuarial accuracy. Table IIIa shows 
the number of stores in Buffalo having 
opportunities to survive and be counted, 
the number which did actually survive, 
and the computed “‘life expectancies.” 
It will be seen from this table, that, of 
the 4,240 firms which in the period from 
1929 to 1942 might have been counted 
for two successive years, 2,369 or 55.9 
per cent actually did survive for two 
years; and that, of the 1,784 firms which 
might have been counted for ten years, 
had they continued in business, only 184 
or 10.3 per cent actually did continue 
for this period. 

Some light is thrown upon the changes 


which have taken place in the grocery 
trade by a comparison of the “life ex- 
pectancy” table for the period 1918 to 


Tasre IITA.—Burra.to: Numser or Grocery Firms 
wHicH Hap Opportunities TO SURVIVE AND THE 
NuMBERS WHICH Dip Survive ror Various NuMBERS 
or YEARS; AND THE CompuTeD “Lire Expecrancy” 











Number 
Number of Firms Number “Life 
of Having of Firms ” 
Years Opportunities Surviving Enpestancy 
to Survive 
I 41434 4,434 100.0 
2 4,240 2,369 55-9 
3 4,037 1,652 40.9 
4 3,799 1,195 31.5 
5 3,501 889 25.4 
6 3,189 658 20.6 
7 2,885 497 17.2 
8 2,605 377 14.5 
9 2,218 269 12.1 
10 1,784 184 10.3 
II 1,379 126 9.1 
12 967 86 8.9 
13 550 45 8.2 





1928 and published in the writer’s 
“Mortality in Retail Trade” and that 
found in the present study covering the 
years 1929 to 1942. This comparison is 
shown in the upper part of Table IV. It 
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will be seen from the table that, in the 
earlier period the chances of an entering 
grocery store to survive and be counted a 
second year were 40 out of 100, in the 
later period the chances of surviving a 
second year were 55.9 in 100. The 
chances of a store’s surviving for ten 
years in the earlier period were five in 
100, while in the later period the chances 
of surviving ten years were 10.3 in 100, 
or more than doubled. All of this means 
that the mortality of grocery stores had 
declined materially between the earlier 
period and the later one; and that the 
chances of survival for new stores had 
materially increased. 
The lower part of Table IV shows 
“life expectancy” of independent 
grocery stores in Pittsburgh for the 
period 1925 to 1934, taken from Profes- 
sor Boer’s earlier study, compared with 
the “life expectancy” of stores entering 
between 1929 and 1942. The “life ex- 
pectancy” for both periods is somewhat 
higher in Pittsburgh than in Buffalo. The 
“life expectancies” are greater in the 
later period than in the earlier for the 
first five years, after which they are less, 
a change which may be attributed in 
part to the abnormal war conditions. In 
other words, the figures for Pittsburgh 
on the whole tend to substantiate what 
was said with regard to the Buffalo 
stores; viz. that the chances of surviving 


had increased and were higher in the 
period ending in 1942 than they were in 
the earlier period. 


CoNCLUSIONS 


The most significant fact disclosed in 
the present study is that the mortality 
rates of retail grocery stores (at least in 
Buffalo and Pittsburgh) have declined 
materially since 1930 and that the de- 
cline has been accompanied by a similar 
decline in the number of new entrants 
into the business. The high correlation 
between entrance rates and mortality 
rates has been observed by practically 
every student of retail trade mortality. 
In fact the chief reason usually given for 
high mortality rates is that regardless of 
the failures of those who have previously 
entered the business, there always seems 
to be a new crop of incompetents ready 
to take their places when they quit. It 
therefore seems pertinent to enquire into 
the causes of the general decline in the 
number of entrances. 

Although it is beyond the scope of this 
article to attempt to fathom all the 
various and sundry reasons which people 
have in mind when they go into business 
for themselves, it may be said that most 
of the people who undertake ventures of 
this kind are motivated by the desire for 
independence and a measure of economic 
security greater than they have ex- 


TasBie 1V.—BurFFALo AnD PitrsBuRGH: CHANCES OF SURVIVAL OR “Lire Expectancy” oF BuFFALo INDEPENDENT 
Grocery Stores, 1918-1928, CompareD witH THEIR “Lire Expecrancy” 1929-1942; AND “Lire 
Expectancy” or PitrspurcH Grocery Stores, 1925-1934, COMPARED 
WITH THEIR “Lire Expecrancy,” 1929-1942 








af ad 3 4 5 


6 7 8 9 ro w 12 13 


year years years years years years years years years years years years years 





Buffalo Stores 


1918-1928 I0oo 4640.0 26.2 19.3 15.1 
1929-1942 100 §5-9 40.9 31.5 25.4 


Pittsburgh Stores 


1925-1934 ICO: 43.0 Go 30 W.0 
1929-1942 100 §9.7 45.5 37.2 30.8 


2.7 10.2 7.9 6.9 5.0 
0.6. 37.2 %.§ 32.% 10:3 9.3 8.9 48.2 


26.0 23.0 21.0 19.0 17.0 
6.0 84.6: t9.3 17.8 26:8 13.7 20.6 7.7 
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perienced in working for someone else.® 
Certainly there is no evidence of a lessen- 
ing of the desire for independence and 
security over the past two decades. How- 
ever, it can be argued that the pressure 
for security has been somewhat relieved 
by changing conditions. A large propor- 
tion of those entering the retail field in 
the earlier period were men over forty 
years of age who it may be assumed, were 
attempting to build some defense against 
the vicissitudes of old age. Since the 
passage of the Social Security Act the 
pressure upon this group to find per- 
manent jobs has been somewhat relieved 
by unemployment relief and old age 
insurance. Even though the amount 
provided by this type of aid is small, it 
compares favorably with what might 
have been expected from the operation of 
a small retail store. Furthermore the 
unionization of large numbers of em- 
ployees under contracts to preserve the 
rights of seniority have probably given 
the older employees a somewhat greater 
sense of security in their jobs. Whether 
or not these two factors have actually 
caused fewer people to seek relief in 
entering some type of business is of 
course unknown as this investigation 
covers only the field of grocery retailing; 
and it is possible that the fewer numbers 
entering this trade is offset by greater 
numbers entering others.® 

In considering the ebb and flow of the 
numbers who enter business for them- 
selves it is apparent that two condition- 
ing factors are of major influence. The 
first of these is that the would-be entrant 
has unused savings which he wishes to 

5 For a careful study of the reasons for entrances into 


business see: Alfred R. Oxenfeldt, ““New Firms and Free 
Enterprise” (1943), American Council on Public Af- 
fairs, Washington. 

* This latter possibility is discounted by the work of 
Oxenfeldt, who, studying new enterprises generally, 
found not only a decline in the number of new firms but 
also an even greater decline in the percentage of all firms 
that are one year old or younger. Oxenfeldt, op. cit., p. 45. 


put to work with the hope of securing a 
return greater than he can secure in the 
investment channels which are available 
to him. The second is the lack of a job 
opportunity which promises a satisfac- 
tory income over a long period. Thus 
when a considerable number of people 
have, on the one hand unused savings, 
and on the other a lack of opportunity 
for a satisfactory job it is likely that 
many of them will seek an answer to 
their problems in starting a small busi- 
ness enterprise. In confirmation of this 
theory, it might well be argued that, in 
the early thirties when the tendency 
toward fewer entrances first became ap- 
parent, the growing pinch of the de- 
pression prevented many would-be 
proprietors from investing their savings 
in business, while later the growing job 
opportunities gave them alternatives 
which promised more income and more 
permanency. The condition of lessening 
employment at a time when people have 
considerable savings on hand might well 
recur in the future, but it is doubtful if 
it will again cause an influx into the 
grocery trade in view of the factors which 
will be mentioned. 

In making the choice of the particular 
business into which he wishes to enter, 
the prospective proprietor usually fol- 
lows the course of least resistance. This 
means that, other things being equal, he 
chooses the business which is easiest to 
enter, often without adequate analysis of 
what might be the outcome of his de- 
cision. During the earlier period covered 
by these studies the atmosphere sur- 
rounding the opening and operation of 
grocery stores was highly conducive to 
the entrance of individuals who had no 
particular qualifications for any specific 
kind of business. Numerous small neigh- 
borhood stores appeared to be operating 
successfully without involving too much 
arduous labor on the part of their pro- 
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prietors. The competition among whole- 
salers for outlets was so strong that 
practically anyone could secure credit 
without regard to his financial status or 
his occupational competence. Remark- 
ably little capital was necessary. And, 
finally, there were usually premises, 
located in comfortable convenience to 
the proprietor’s home, which were ready 
to be utilized for what seemed to be 
a reasonable price.’ All of these factors 
taken together comprised a standing 
invitation to all to enter a_ business 
where comfort, independence and se- 
curity could be had almost without ef- 
fort. 

Since the early 1930’s conditions at- 
tending the opening and operation of 
grocery stores have become progressively 
less promising for the small proprietor. 
In the first place, consumer habits of 
buying have undergone a marked 
change. Instead of purchasing a con- 
siderable part of their needs from the 
little store around the corner, customers 
have shifted their patronage to the large 
super-markets centrally located. Here 
the wide variety of types and brands of 
goods attractively displayed, the free 
range given the customers for handling 
and selecting of the items they want, and 
the relatively low prices charged have 
offered a multiple appeal which the small 
neighborhood store cannot meet. Com- 
plementary stores located in close prox- 
imity and offering drugs, hardware and 
other convenience items enable the 
housewife to purchase her weekly needs 
at a single stop. This shift in buying from 


7 It has been suggested that the entrance rate may be 
a function of the mortality rate instead of the reverse, 
inasmuch as retiring entrepreneurs vacate premises 
which immediately attract newcomers into business. 
It is doubtful if this factor was of much importance in 
the earlier period mentioned here, when neighborhood 
stores were often opened in the homes of proprietors. 
However, lack of available premises in market centers 
today may act as a definite curb on new entrances. 


many small neighborhood stores to rela- 
tively few large markets located in sub- 
market centers is so pronounced that 
even the inexperienced layman cannot 
help noticing it. 

More than this, the shift of patronage 
has brought about a change in the atti- 
tude of wholesalers and distributors to- 
ward their customers. They have learned 
that the financing and servicing of small 
volume retail stores often costs more 
than they are worth to them. As an al- 
ternative to expansion by seeking new 
outlets, they have found it more profita- 
ble to promote intensively the business 
of their larger customers. By establishing 
voluntary chains, to which membership 
is given only to larger stores or to those 
which have prospects of growth, they 
have discouraged proprietors who lack 
the qualifications for success under pres- 
ent conditions. 

The habits of consumers once they 
have become fixed are not easily turned 
back to old ways of doing business. Con- 
sumer preference for larger stores re- 
quires in turn more careful selection of 
sites, more discriminating choice of 
managers or proprietors. Even though 
the G.I. Bill of Rights with its liberal 
credit facilities may to some extent offset 
the tightening of credit by wholesalers, it 
seems unlikely that it will cause any 
great influx of new proprietors into the 
business. The evidence seems to indicate 
that with the return of peace-time con- 
ditions we may expect fewer entrances 
into the grocery business, especially by 
those unqualified by training, experience 
and financial responsibility, and as a 
result fewer failures. This does not mean 
that the same types of people who for- 
merly failed in the grocery business 
would more likely succeed today; rather, 
it means that the chances of making a 
success by those who now enter the busi- 
ness are greater than ever before. 
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MARKETING RESEARCH IN AMERICAN 
INDUSTRY: I 


HEUSNER, DOOLEY, HUGHES AND WHITE! 


Epitor’s Note: This is the second and final part of a 
study on the use of marketing research in American 
Industry by the Committee on Marketing Research Ac- 
tivities of the American Marketing Association. 


V 


EXPENDITURES FOR MARKETING 
RESEARCH 


ORE interest probably has been 
M evidenced in this portion of our 
survey than in any other section. In- 
dustry itself, as well as marketing 
research people, have been extremely 
interested in finding out how much was 
being spent for marketing research. It is 
regrettable, however, that this question 
can be answered only for the sample and 
the data are such that they cannot be 
projected to attempt an estimate of the 
total dollar expenditures for research in 
the United States. Such an attempt 
would certainly end in a rank overstate- 
ment of research expenditures. 

In the first place, there was found to 
be considerable reluctance on the part 
of companies returning questionnaires to 
give any information in terms of dollars. 
In order to secure data that would be of 
value, the Committee, therefore, de- 
cided to ask for this information in terms 
of the percentage of sales volume, be- 
lieving that information of this kind 
would be more useful than no informa- 
tion at all on marketing research costs 
even though it was not projectable data. 

To provide some comparative basis for 
the information on marketing research 
expenditures, it was decided to ask for 


1 William W. Heusner, Pabst Sales Co.; Charles 
M. Dooley, Owens Illinois Glass Co.; Gordon A. 
Hughes, General Mills Inc.; and Percival White, 
Market Research Company of America. 


similar information on advertising and 
technical research. It was found, how- 
ever, that the data on technical research 
were not as good a comparative guide as 
those on advertising and as a result, only 
the comparisons of marketing research 
and advertising expenditures are used in 
this report. Similarly, data were re- 
quested as to expenditures in 1940 as 
well as in 1945 in order to show trends. 
Because the 1940 data were found to be 
incomplete and because the Committee 
considered that trend was the most im- 
portant aspect of the problem, quantita- 
tive measurement of that trend was 
disregarded for the purpose of this re- 
port. 


Reticence of Companies on Marketing Re- 
search Costs 


A most significant fact developed in 
this study shows that 44 per cent of those 
companies with organized departments 
and 73 per cent of those companies where 
the activities were a function of a line 
executive, could not or would not give 
information as to their marketing re- 
search expenditures. Of all 1812 com- 
panies doing marketing research, nearly 
65 per cent did not answer this question. 

It is difficult to understand how nearly 
half of the companies with established 
research departments could fail to have 
information on costs, though in several 
instances the questionnaire indicated 
that the department was just being es- 
tablished and costs were not yet availa- 
ble. 

Companies where marketing research 
is a line executive function would appear 
to have more excuse for having no data 
on marketing research costs since it 
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would be impossible to arrive at any 
satisfactory breakdown, for example of a 
sales manager’s time as between his line 
function and his research functions. 

The large number of respondents in 
both groups who simply made no at- 
tempt to reply, however, indicate that 
there is a paucity of information regard- 
ing marketing research costs that is 
dangerous, both to the company and to 
marketing research. Only 39 per cent of 
the companies responding, failed to 
answer the question about the percent- 
age spent for advertising. If this can be 
considered the percentage having data 
but reluctant to answer the question re- 
garding marketing research costs, then a 
minimum of one-fourth of the companies 
doing marketing research did not know 
the costs of their marketing research 
operation. 


Amount Spent for Marketing Research 


For all companies reporting doing 
marketing research, the weighted aver- 
age expenditures for this function and for 
advertising are shown in the following 
table, expressed as the percentage of net 
_ sales spent for each, as reported by the 
sample. 

These averages are substantiated by 
another recent survey on marketing re- 
search which showed that the cost of the 
activity in 154 companies doing research 
was 0.3 per cent of net sales.? 

The weighted average cost for the 303 
companies with research departments 
that reported costs, was 0.28 per cent of 
net sales. That for the 335 companies 
where marketing research is a function 
of a line executive, was 0.29 per cent of 
net sales. It would seem, therefore, that 
it costs no more and probably slightly 
less in terms of per cent of sales to have 
the marketing research functions per- 


* National Industrial Conference Board, Organization 
for Market Research—Part I, 1945, p. 9. 


1944-45 Expenpirures ror Marxetino Researcu 
AND ADVERTISING IN Per Cent or Net SALEs 

















n os 
y we - Advertising 
Per Cent of Sn, pon 
Net Sales berof | Per | berof| Per 
Com- Cent | Com- | Cent 
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I= .3 525 29.0 278 15.3 
-3- Ss 
-§- 1.0 60 3.3 235 13.0 
I.0- 3.0 385 21.3 
3-0- 5.0 52 2.9 115 6.4 
5.0-10.0 58 3.2 
Over I0.0 37 2.0 
No Answer 1,175 64.8 704 38.8 
Total 1,812 | 100.0 {1,812 | 100.0 

















formed by an established department 
than to have such functions performed 
by line executives and, as was shown 
earlier,’ there are fewer marketing re- 
search functions performed where a line 
executive undertakes this work as an 
incidental assignment. Moreover, there 
is considerable question whether the 
functions are performed as well when 
they are performed by the line executive 
who is probably not so familiar with 
marketing research techniques. 


Effect of Product Type and Size of Com- 
pany on Expenditures 


There appears to be little difference in 
the percentages of net sales spent for 
marketing research as between con- 
sumer and industrial goods companies, 
including both those with organized de- 
partments and those where it is a line 
executive function. The comparison, 
however, as between industrial and con- 
sumer goods companies for marketing 
research as compared with advertising, 
is significant: 


* Heusner, Dooley, Hughes and White, “Marketing 
Research in American Industry: I” THE JouRNAL OF 
MARKETING, April, 1947, P. 344. 














ing 


THE JOURNAL OF MARKETING 


27 














Con- Indus- 
sumer trial 
Goods Goods 
Com- Com- 


panies panies 





Number of Companies 689 1,107 
Percentage of Net Sales for Advertis- 

ing 2.9 1.6 
Percentage of Net Sales for Marketing 

Research 0.29 3=-:«0.. 28 


Per Cent of Advertising Expenditures 
Spent for Marketing Research 10 18 





Naturally, the size of the company 
plays an important part in the percent- 
age of net sales spent for advertising and 
for marketing research. The following 
table shows the weighted average per- 
centage of net sales spent for the two 
functions by all companies doing mar- 
keting research, either through organ- 
ized departments or as a line executive 


function, as reported for 1944 or 1945 
(see Chart 6 also): 


cance of these figures. Certainly it can- 
not be said that this ratio or this level of 
expenditure for marketing research 
should be considered as a guide in de- 
termining whether one’s costs for this 
function are too high or too low. It is 
neither a goal nor a criterion. The con- 
sensus of opinion of the Committee is 
that the significance of these figures gives 
us some clue as to what is being spent for 
marketing research. The application of 
these data to a company’s operations 
should be with full knowledge and care- 
ful appraisal of the nature of the busi- 
ness, the competition with which it is 
faced, and the accumulation of experi- 
ence of the company with markets and 
marketing problems. Of course, these 
figures have other valuable uses too. 
They serve as a rough base line against 
which future accomplishment can be 
measured. 

Thus we find that companies selling 
consumer goods spend slightly more for 








Percentage of Net Sales Spent for: 





Size—Sales Volume 





Market Number - Number 
pata Companies Advertising Companies 
Reported Reported 
Under $500,000 -37 113 2.62 217 
$500 ,000-$2 , 500,000 -32 226 1.94 426 
$2, 500 ,000-$5 ,000,000 1% 102 1.89 183 
Over $5,000,000 -21 188 1.82 268 





As would be expected, the expense 
percentages for both marketing research 
and advertising fall as the sales volume 
rises. But the percentage spent for 
marketing research declines faster than 
that spent for advertising, with increas- 
ing sales. The marketing research ex- 
penditures of the largest companies in 
terms of percent of sales was only 57 per 
cent as large as the smaller ones but they 
spend 70 per cent as large a percentage 
for advertising. 

The question arises as to the signifi- 


marketing research and are somewhat 
more articulate about those costs than 
companies selling industrial goods. Com- 
panies with organized research depart- 
ments spend about the same relative 
amount for marketing research as do 
companies where marketing research is a 
line executive function. The smaller 
companies spend more relative to sales 
and are more articulate about their costs 
than are larger companies. Thus while 
the need for marketing research may in- 
crease in proportion to a company’s sales 
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growth, it does not necessarily follow 
that research costs should grow at the 
same rate. 

This might occur up to a certain point 
—but beyond that point many accumu- 
lated efficiencies and economies, such as 
multiple uses for each completed research 
undertaking, become effective and re- 
tard the upswing of costs. 


3%- UNDER $00,000 500,000 - 
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Relationship Between Expenditures for 
Marketing Research, Advertising and 
Technical Research 


There is a clear and significant rela- 
tionship between marketing research 
and advertising. As appears in the fol- 
lowing table, expenditures for marketing 
research are significantly larger in com- 


2,500,000- 
5,000,000 


OVER 5,000 000 
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Cuart 6. Percentage of Net Sales Spent for Marketing Research and Advertising by 
Size of Company. (Net sales vol.) 


Study of detailed data comparing 
companies where marketing research is 
conducted on an organized department 
basis and where it is a function of one or 
more line executives reveals that where 
the function is departmentalized there is 
a much clearer knowledge of the costs 
that are being incurred. Also there are 
higher percentage levels for marketing 
research costs that run in excess of one- 
half of one per cent of net sales as well as 
costs below one-half of one per cent. Of 
course, the group with departmentalized 
research operations contains more of the 
large companies and as pointed out pre- 
viously in this section, their research 
costs per dollar of net sales are smaller 
than is found among smaller companies. 


panies having high advertising-sales 
ratios (in excess of 3 per cent) than 
among those companies with ratios of 
less than 3 per cent. Directionally, the 
same relationship exists between market- 
ing research and technical research, but 
not to the same extent (see second table 
following). ) 

These relationships do not necessarily 
result entirely from the size of the com- 
pany because all of these data are based 
upon ratios to total sales volume. Rather 
it is believed that they reflect an ag- 
gressiveness and intensiveness of com- 
petitive enterprise wherein marketing 
research is employed as an integrated 
tool. 
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RELATIONSHIP OF MARKETING RESEARCH ExPENDI- 
TURES TO ADVERTISING EXPENDITURES 
(Excluding companies not answering the question) 

















Spend More Spend Less 

Marketing maya ae aa 

Research : e 

Expenditures No. Per No. Per 
Cos. Cent Cos. Cent 
oto .§$PerCent 81 64.8 432 87.2 
.§to1.oPerCent 23 18.4 34 6.8 
Over1.oPerCent 21 16.8 30 6.0 
125 100.0 496 100.0 





Note: Read this table as follows: Of 125 companies 
that spend more than 3 per cent for Advertising, 64.8 
per cent spend less than 0.5 per cent for Marketing 
Research. 


RELATIONSHIP OF MARKETING RESEARCH ExPeENDI- 
TURES TO TECHNICAL RESEARCH EXPENDITURES 
(Excluding companies not answering the asta 





Spend More 





Spend Less 
Marketing than 2 PerCent than 2 Per Cent 
pee for Tech. Res. Sor Tech. Res. 
Expenditures No. Per Na. Pe 


Cos. Cent Cos. Cent 





oto .§PerCent 162 76.0 374 86.0 
.§ to 1.0 Per Cent 24 11.3 36 8.3 
Over 1.0 Per Cent 27 12.8 25 $9 





213. +100.0 435 100.0 





Changes in Expenditures for Marketing 
Research 


Every war has brought many far- 
reaching changes. World War II was no 
exception in this respect. Among the 
many changes we now know of and 
others that we shall come to accept, is 
the greater dependence of business on 
research. All forms of research have 
grown rapidly and among the newest of 
these is marketing research. The follow- 
ing table presents an “average picture” 
of what has happened to marketing re- 
search during the years 1940 to 1944-45. 

It is not necessarily a real picture of 
the over-all growth of this activity be- 
cause counterbalancing the number of 
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Number of Per Cent of 
Companies Total Companies 
Increase 251 13. 
Decrease 98 5.4 
No Change 190 10.5 
No Answer 1,273 70.3 
Total 1,812 100.0 





companies who have found it necessary 
and valuable to increase marketing re- 
search, there are others which found it 
necessary or expedient to curtail those 
functions because of war restricted pro- 
duction, sellers’ markets, etc. 

In addition, there is the relative na- 
ture of the figures themselves. Increasing 
research expenditures related to more 
rapidly increasing sales volumes would 
produce an apparent reduction in the 
expenditures for marketing research. 
The net, however, is an appreciable gain 
and the consensus of the Committee, 
after careful study of the figures is that 
it is a conservative reflection of the ac- 
complishment that has accrued to the 
status of marketing research as a busi- 
ness tool during that five-year period. 

A study of the detailed data upon 
which the foregoing table is based reveals 
that more companies producing indus- 
trial goods increased their marketing re- 
search expenditure ratio than did com- 
panies producing consumer goods. Also 
more smaller companies increased their 
ratio than did the larger companies. 
While the differences in these two com- 
parisons were small, the ratio increases 
and the extent of articulateness concern- 
ing costs was much greater among com- 
panies with departmentalized research 
than among the companies where re- 
search responsibility is vested in a line 
executive. 

On the other hand, the detailed data 
show that more companies have experi- 
enced a reduced ratio of advertising to 
net sales than have increased their ratio. 
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This, of course, is understandable in that, 
first, the actual curtailment of advertis- 
ing of some companies largely or wholly 
engaged in war production during that 
period and, secondly, where small in- 
creases in advertising have occurred 
against large increases in sales. 


How Marketing Research Budget Is Spent 


Among the many questions asked of 
and by the marketing man in connection 
with practically every research project 
undertaken, is “Through what channels 
is the project to be conducted?” There 
have been as many answers to this ques- 
tion as there have been surveys con- 
ducted and research technicians con- 
ducting them. The table below reflects 
the many degrees of preference for or 
against each of the several general chan- 
nels through which survey work may be 
conducted: 


indicates that approximately one-third 
of the companies do most of their own 
research, another one-third are about 
evenly divided between the employment 
of advertising agencies and marketing 
research consultants and the remaining 
one-third are not inclined to answer the 
question. 


VI 


Future or MARKETING 
RESEARCH 


Probably one of the most encouraging 
facts developed by this study was that 
industry has apparently recognized the 
value of marketing research and its con- 
tribution to past success, particularly 
where an organized department was es- 
tablished in the organization. Where 
marketing research was a function of a 
line executive, there was less favorable 
reaction; 1.e., intention to organize a de- 


How MarketTInc Researcuw Expenpirures Are MADE 





























Spent Directly Spent through Ado. Agency Spent through Consultant 
Percentage 

No. of Cos. Per Cent No. of Cos. Per Cent No. of Cos. Per Cent 
o- 10 119 6.6 662 36.5 JOO 38.6 
Io- 20 28 1.5 36 2.0 28 1.5 
20- 30 33 1.8 46 3.5 42 2.3 
30- 40 22 z.3 14 8 19 1.0 
4°- 50 94 5.2 53 2.9 48 2.7 
s50- 60 24 2.3 II 6 10 < 
60- 70 23 $4 12 A 8 4 
70- 80 84 4-6 19 1.0 19 1.0 
80- 90 258 24.2 38 2.1 3I 1.7 
go-100 426 23.5 209 11.6 219 12.1 
No Answer 701 38.8 712 39-4 688 38.2 
1,812 100.0 1,812 1.000 1,812 100.0 





Note: Read this table as follows: Of the 1,812 companies reporting marketing research expenditures, 23.5 per 
cent spend go per cent of their budget directly, 36.5 per cent spend o-10 per cent of their budget through adver- 
tising agencies, and 38.6 per cent spend o—10 per cent through consultants. 


It is obvious, that among those com- 
panies answering the question, there is a 
preference for direct spending and con- 
trol rather than employing the facilities 
of an advertising agency or marketing 
research consultant. Study of this table 


partment, and where companies did no 
marketing research, there was even less 
favorable reaction. (See Chart 7.) 

This speaks well of the results that 
companies with experience have had 
with their research departments and 
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certainly should supply food for thought 
for those companies which do not now 
have research departments. This is par- 
ticularly true of companies whose sales 
volume exceeds 2} million dollars and 
whose market is not confined to a very 
limited number of outlets, whether those 
companies are producing consumer goods 
or industrial products. 
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InTenTION TO Expand Marketino Researcu 
DEPARTMENT 
Number of 
Companies Per Cent 
Will Expand 425 78.9 
Will not Expand 88 16.3 
No Answer 26 4.8 
Total 539 100.0 
COS. WHERE MLR. COS. DOING 
LUNE EXEC FUNC. NO ™.RB. 
(1273 (2974 
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Cuart 7. Future of Marketing Research. 


Future of Established Research Depart- 


ments. 


Of the 539 companies with established 
research departments nearly 80 per cent 
said that they intended to expand that 
department, either in scope or intensity 
of effort. 

No data were available from our sur- 
vey as to the extent of the intended ex- 
pansion, though it would have been in- 
teresting information. 

These companies have had experience 
with the marketing research activity, and 
a great proportion recognize the value 


of its contributions and have expressed 
themselves favorably, as far as the future 
of research in their business is concerned. 
There is little difference between con- 
sumer goods companies and industrial 
goods companies in regard to their in- 
tention to expand. There is, however, a 
decided tendency for greater expansion 
among the larger companies. The differ- 
ence, however, is less than might be ex- 
pected, particularly as between the 
smallest and largest group. Probably, the 
smaller companies recognize the use of 
marketing research as one means of 
soundly increasing their sales volume. 
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Intention to Organize a Marketing Re- 
search Department in Companies Where 
It Is Now a Line Executive Function 


The group of 1,273 companies in which 
marketing research activities are a func- 
tion of a line executive appear to be much 
less favorably impressed with marketing 
research, although it should be pointed 
out that intention to expand an existing 
department is considerably different 
from the intention to organize a separate 
department. It may be that the organi- 
zational set-up precludes centralizing the 
functions in many of these companies or 
that in many of them restricted distri- 
bution functions make centralized mar- 
keting research impracticable. 

The difference between the favorable 
reaction of this group as compared with 
those who have organized departments, 
however, is too large to be accounted for 
solely by these reasons. The following 
table shows the intention of the com- 
panies in this group to organize depart- 
ments: 


Companies WuHere MarkKeTING RESEARCH Is A LINE 
Executive Funcrion—INTENTION TO ORGANIZE 
MarkKeTING RESEARCH Depts. 














eater 
C of Per Cent 
om panies 
Intend to Organize 473 37.2 
No Intention 639 50.2 
No Answer 161 12.6 
Total 1,273 100.0 





If we can be allowed to speculate on 
the reason that these companies seem to 
be less favorably impressed with market- 
ing research, we can draw on the facts 
presented previously that marketing re- 
search functions are performed where it 
is a line executive’s duties and that the 
costs are approximately the same whether 
they are performed by an organized de- 
partment or a line executive. Probably, 
however, the quality of the work done 


plays an even greater part in this atti- 
tude. 

One can hardly expect the same thor- 
oughness, attention to detail, and em- 
ploy ment of sound techniques in market- 
ing research performed (and therefore 
the same degree of success) by a busy 
sales manager or vice president in 
charge of sales whose principal responsi- 
bility is the inspiration and direction of a 
large sales force, as when that work is 
performed by a trained, experienced 
Marketing Research Director who is 
completely familiar with techniques and 
sources, and is trained in the method of 
analyzing and presenting the material. 

The detail of marketing research, time 
required for thorough analysis and selec- 
tion of facts, and the need for constant 
checking and rechecking of findings with 
all known data, makes it almost impossi- 
ble for the busy sales executive to do the 
kind of research that impresses the need 
for expansion of the research activity on 
the top management of the company. 

Again, the type of company seems to 
make little difference in the intention to 
organize a department but there is evi- 
dence that a larger share of the large 
companies in this group plan to organize 
departments than is the case for the 
smaller companies. More than half of the 
companies with sales of $5,000,000 or 
more, who answered the question, in- 
tend to organize their research function 
into a centralized department, while less 
than one-third of the smallest group and 
about 45 per cent of the second smallest 
group intend to do so. 


Attitude of Those Companies Doing No 
Marketing Research 


This group of 2,974 companies have 
had no experience with marketing re- 
search or do not recognize that they have 
had such experience. It is among this 
group, particularly the larger companies, 
that much educational work should be 
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done in showing the need for and the re- 
sults that could be expected from re- 
search. The establishment of Marketing 
Research Departments in these compa- 
nies could contribute toward more effi- 
cient and more progressive company 
operation and particularly in the evalua- 
tion of sales and advertising opportuni- 
ties and the measurement of results. 

It is only natural that, knowing or 
recognizing little of the value of market- 
ing research, these companies should ex- 
press little interest toward organizing the 
activity in their operation, as is indicated 
in the following table: 


Companies Dotinc No MarketTINnG RESEARCH: 
INTENTION TO ORGANIZE MARKETING 
ReseARCH DEPARTMENTS 








Number of 








Companies Per Cent 
Intend to Organize 196 6.6 
No Intention 2,706 g1.0 
No Answer 72 2.4 
Total 2,974 100.0 





But even in this group of respondents, 
more detailed analysis shows that 10 per 
cent of the largest group and nearly 9 
per cent of the second largest expressed 
their intention of organizing a Marketing 
Research Department. 

If the intentions of those reporting no 
marketing research and those in com- 
panies where it is a line executive func- 
tion are carried out, the percentage of 
companies with organized departments 
in our sample would increase from 539 
or 11.3 per cent of the total to more than 
1,200 or approximately 25 per cent of the 
total sample. That is, on this basis alone, 
the number of research departments 
would more than double. 

The material from our survey cer- 
tainly indicates a very rapid and sub- 
stantial increase in the amount of 
marketing research that will be done in 


the near future. This, of course, is opti- 
mistic but if carried out it should cer- 
tainly result in better selling and larger 
profit margins for those companies that 
expand their activities. 

There were many interesting com- 
ments from the questionnaires on the 
future of marketing research in the indi- 
vidual businesses of respondents. These 
are, of course, impossible to condense, 
but these may be classified as follows: 

The first group includes those from 
respondents who are definitely favorable 
to the future of marketing research. The 
second group are those from respondents 
who are undecided about the future of 
marketing research as applied to their 
own situations. The third group of com- 
ments is from those who feel that while 
marketing research will prove of some 
value in their future operations, it has 
only a limited application in their par- 
ticular business. The fourth group is rep- 
resentative of individuals who are some- 
what more pessimistic concerning the 
future of marketing research, or, put dif- 
ferently, they are perhaps overly opti- 
mistic as to their ability to carry on 
successfully without the use of marketing 
research. Even the respondents whose 
replies fall into the latter group, cannot 
be said to be antagonistic toward mar- 
keting research as such; rather, they feel 
they can get along without it, in the im- 
mediate future, at least. 


Vil 


OBSERVATIONS AND RECOMMENDA- 
TIONS OF THE COMMITTEE 


As in any research project of this kind, 
there were many comments and observa- 
tions made by respondents that were 
impossible of tabulation and in many 
cases, not pertinent to the subjects 
covered by our questionnaire. The Com- 
mittee feels that many of these should be 
reflected in the report even without sup- 








34 


THE JOURNAL OF MARKETING 





porting data. Moreover, in handling the 
mass of data on which the report is 
based, the Committee observed several 
conditions that it believes should be 
recognized in some manner and these 
observations and comments are reported 
here for consideration in respect to the 
future of marketing research operations. 
While they lack supporting statistical 
data they are nonetheless important 
since they are based upon respondent 
reaction. 


Confusion Regarding the Term “Market- 
ing Research” 


Many of the responding companies 
that stated they did marketing research 
and reported only one person in the re- 
search department, checked only a few 
of the sixteen functions, usually those 
covering appraisal of sales opportunities 
and measurement of sales results. 

Strictly speaking, these are not truly 
Marketing Research Departments yet 
they had to be so classified for our tabu- 
lation. These are really sales statistical 
operations and while they perform 
marketing research functions, a depart- 
ment doing only this work should prop- 
erly be called a Sales Statistical Depart- 
ment. In the opinion of the Committee, 
the use of the name “Marketing Re- 
search” to cover purely sales statistical 
functions reflects on marketing research 
as a broad gauge management tool and 
is likely to fix in the minds of top execu- 
tives a very low limitation on the number 
of functions that the Marketing Re- 
search Department should perform as 
well as on the value of those functions to 
the organization. 


Thoroughness of Performing Marketing 
Research Functions 


Some of the respondents who reported 
marketing research performed by a line 
executive, checked so many of the sixteen 
marketing research functions that the 


question of the thoroughness with which 
those functions are performed is raised. 

Undoubtedly, in many of these cases 
a sales manager or other line executive 
who was reported as doing marketing 
research considered that he was estab- 
lishing sales potentials or setting quotas, 
for example, by taking some precon- 
ceived figure and breaking it down to 
his sales territories. This can hardly be 
called sound quota setting or potential 
determination yet it probably is all that 
the busy operating executive has time to 
do. 

In several cases where a line executive 
was doing marketing research, the price 
and demand study functions, among 
others, were indicated. Because of the 
time required for such studies and the 
difficulty of arriving at sound conclu- 
sions, it would appear that the executive 
considered that he performed such func- 
tions when he talked to other manufac- 
turers and to wholesalers and retailers 
regarding demand for his product and 
price changes. 

Such use of the terms describing these 
functions is regrettable and in the opinion 
of the Committee, some means should be 
found to differentiate between superficial 
performance of functions without sci- 
entific basis and the thoroughness and 
scientific approach with which the true 
marketing research functions of this 
character are performed. 


Place of Marketing Research and Func- 
tions Performed 


It was very noticeable that not only 
were the number of functions performed 
much larger where the Marketing Re- 
search Department was responsible to 
the chief executive of the organization, 
but also the research person more often 
participated in the formation of com- 
pany policy. Furthermore the com nents 
as to the future of research and the most 
valuable job done indicated that the de- 
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partment so located had more stature in 
the organization than were departments 
located under executives of a lower level. 

It was not noticeable, however, that in 
some of these instances where the re- 
search department reported to the Chief 
Executive, it did not perform all of the 
functions that had to do with the sales 
department. Moreover, in the few cases 
where the department head reported to 
the advertising executive, functions hav- 
ing to do with sales were not frequently 
performed. 

These observations tend to convince 
the Committee that the research opera- 
tion can be of its most complete use only 
when it reports to top management. 
Placing the department elsewhere in the 
organization restricts its usefulness and 
may even destroy its objective approach 
to the problems it must help to solve. 


Acceptance of Marketing Research By 
Line Executives 


Some evidence appeared in the com- 
ments that line executives in a few com- 
panies, instead of welcoming help from 
the Marketing Research Department, 
actually resented any effort to analyze 
the possibilities and results of these de- 
partments. 

This was especially true where the de- 
partment reported to executives of the 
same level but in a different line of re- 
sponsibility. Probably it accounts for the 
fact that many of the departments re- 
ported fewer functions performed than 
would normally be expected, from the 
information given. 

No doubt in some of these cases the 
Research Director himself was to blame 
in that he had not completely sold him- 
self and his activity to all the executives 
of the company. On the other hand, there 
were no doubt many cases where inter- 
departmental jealousy and _ closed- 
mindedness on the part of operating de- 
partment heads made it impossible for 


the research department to deliver all 
the value of which it was capable. 


Qualifications of Research Personnel 


In a few cases respondents stated that 
research departments had been dis- 
continued because they had not con- 
tributed sufficiently to the operation of 
the company to be considered as an as- 
set. In one or two cases where the reasons 
for the failure of the department was 
apparent from the comments, it was evi- 
dent that the director had not been 
qualified for his job. 

In one case a salesman had been given 
charge of the operation. It may be as- 
sumed that the reason for his failure was 
that he had, during his entire selling 
career, been trained to think in a manner 
diametrically opposed to the objective 
approach required for research. He was 
probably not well trained in research 
techniques or in statistics and he did not 
recognize the opportunities for research 
in departments of the business, other 
than the sales department. 

In the second case in which any clues 
were given as to the reason for the failure 
of the department, the man chosen was 
directly out of college, without training 
either in selling or in marketing research 
practice. He had been completely theo- 
retical in his approach to problems and 
had failed to realize that his theoretical 
training was insufficient foundation for 
the responsibility of a research director’s 
job. 

The Committee feels that much could 
be done to improve marketing research 
in industrial organizations if top manage- 
ment would be more selective in their 
choice of research department heads. It 
also feels that the American Marketing 
Association owes assistance to industry 
in defining the qualifications required in 
research personnel, if not in actually 
rating the individual. 

Other comments were made by re- 
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spondents in answer to the question re- 
garding how the marketing research 
budget was spent that reflected on re- 
search personnel. In one case the writer 
said that the consulting organization 
hired to do a particular job, had failed 
utterly because he had not taken time to 
get background material from the com- 
pany, necessary in the study. In another 
case a consultant was reported to have 
brought in answers designed to please 
the organization rather than the facts 
based on sound research. 

The comments may or may not have 
been true statements and the reasons for 
the remarks may have been unsound. On 
the other hand, marketing research, par- 
ticularly consultants, face a real chal- 
lenge here. The Committee believes that 
there is a danger to marketing research 
in the increasing number of consultant 
organizations springing up in the larger 
cities, many of whom have neither the 
academic background or the experience 
to do consulting work in marketing re- 
search. 

It is the opinion of the Committee 
that the marketing research consultants 
should take steps to set up some means 
of qualifying newcomers in the field, simi- 
lar to those used by other semi-profes- 
sional consulting groups. This would be 
of real value to those executives in in- 
dustry who are not familiar with the con- 
sulting profession but who must depend 
upon them for their marketing research 
activities. 


Recommendations to Executives for Mar- 
keting Research Within Their Organiza- 
tion 

So many executives, who responded to 
the questionnaire, requested help in set- 
ting up a research department within 
their organization that the Committee is 
of the opinion that it would be of con- 
siderable value if this report were to con- 


tain some recommendations and sug- 
gestions for those companies who intend 
to establish such operations. The follow- 
ing are general suggestions of the Com- 
mittee that it is hoped will be of real 
value. It must be said that they are prob- 
ably biased since they stem from re- 
search men and, of course, cannot 
consider the individual conditions that 
exist in particular companies. 


(1) Select the Department head carefully. 
He should have all or most of these 
qualifications. 

(a) Academic training in economics, 
marketing, statistics and business 
organization. 

(b) Objective thought habits and keen 
analytical ability. 

(c) Uncompromising intellectual hon- 
esty. 

(d) Ability to get along with people 
even when they disagree violently 
with his conclusions. 

(e) Experience in marketing research 
and in selling or advertising. 

(2) Place the department in the organiza- 
tion so that it is free to report its con- 
clusions without bias. The Committee 
feels that properly it should report to 
the president but it should normally 
never report to an excutive lower 
than a vice-president. 

(3) Determine a long range program for 
the department, subject, of course, to 
revision necessitated by changes in 
conditions that face the company; 
and agree on the precedence and em- 
phasis for particular parts of the pro- 
gram. 

(4) Set the budget and personnel comple- 
ment for the department on the basis 
of the program. Remember that such 
a budget must be flexible and that the 
cost of the research must be kept in 
line with its probable value. If the 
value to be derived from a project in- 
creases, increase the budget. 

(5) Give the research department head a 
discretionary budget. With it, he may 
be able to discover economies, sales 
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and advertising methods, and other 
data that will save much more than 
the entire departmental budget. He 
might not be able to get an appropria- 
tion passed for such an investigation. 
Timing is of extreme importance in 
many research projects. 

(6) Demand a statement on each part of 
the program showing: 

(a) Purpose 

(b) Method 

(c) Limitations of the job 

(d) Cost of the job 

Demand progress reports at stated in- 
tervals. 

(7) Make your research man a member of 
all sales, advertising, and product 
committees. He cannot anticipate the 
need for research or suggest its most 
effective use unless he knows all of the 
problems facing the company and the 
company plans. 

(8) If the department does not or cannot 
perform all of the sixteen functions 
listed that you think it should, find 
out why. Perhaps line executives are 
not participating properly and are re- 
stricting the scope of the research 
work. Perhaps your director is not 
qualified to perform all of them. 

(9) Do not expect a research man to spend 
all his time in the office. Swivel chair 
research is dangerous and the consci- 
entious research man will and must 
travel in the field. He must contact 
others in the research field for new 
ideas and new sources of data. 


Vill 


SUMMARY 


Forty-four per cent of those compa- 
nies with organized departments and 74 
per cent of those companies where the 
activities were a function of a line execu- 
tive could not or would not give informa- 
tion as to their marketing research 


expenditures. Of all 1,812 companies 
doing marketing research, nearly 65 per 
cent did not answer this question. 

The weighted average cost for the 303 
companies with research departments 
that reported costs was .28 per cent of 
net sales. That for the 335 companies 
where marketing research is a function 
of a line executive that reported costs 
was .29 per cent of net sales. The per- 
centages spent for both marketing re- 
search and advertising fall as the sales 
volume rises. 

One-third of the companies say they 
do their own research, another third 
about evenly divided between the em- 
ployment of advertising agencies and 
marketing research consultants, and the 
remaining third did not answer the ques- 
tion. 

Of the 539 companies with established 
research departments nearly 80 per cent 
said that they intended to expand these 
departments. The tendency toward 
greater expansion is more marked among 
the larger companies. More than half of 
the companies with sales of $5,000,000 
or more who answered the question and 
who do not now have a centralized de- 
partment intend to organize one. If these 
intentions are carried out, the percentage 
of companies with organized depart- 
ments in our samples would increase 
from $39 (or 11.3 per cent) of the total to 
1,206 (or more than 25 per cent). That is, 
the number of research departments 
would more than double. 

On a basis of all the findings in the 
study certain rather definite recom- 
mendations can be made with respect to 
the organization, staffing and use of the 
marketing research department, which 
are set forth in detail immediately pre- 
ceding this summary. 








THE FEDERAL TRADE COMMISSION AND 
FALSE ADVERTISING: I 


WILLIAM F. BROWN 
Northwestern University 


Epiror’s Note: This is the first of two articles dealing 
with the Wheeler-Lea Amendment to the Federal Trade 
Commission Act. 


n March 21, 1938, the Wheeler-Lea 

Amendment to the Federal Trade 
Commission Act became law.' The pas- 
sage of this amendment and its companion 
legislation, the Food, Drug, and Cosmetic 
Act of 1938, culminated a long campaign 
to increase the power of the federal gov- 
ernment in the field of consumer protec- 
tion.? The bills as finally passed repre- 
sented compromises much less drastic 
than some earlier proposals, notably 
S. 1944, 73 Congress, 1st Session (1933), 
the so-called ““Tugwell Bill.”” Under the 
new legislation, jurisdiction over adver- 
tising has been retained completely by 
the Federal Trade Commission.’ 


1 52 Stat. at L. 111. The original Act, 38 Stat. at L. 
717, was approved September 26, 1914. 

2 A discussion of the provisions of the Food, Drug, 

and Cosmetic Act of 1938, 52 Stat. at L. 1040, is not 
within the scope of this paper. Articles dealing with this 
Act include Tousley, “The Federal Food, Drug, and 
Cosmetic Act of 1938,” JoURNAL OF MARKETING, Vol. 
V, No. 3, January 1941, pp. 259-269, and several 
articles in Lawand Contemporary Problems, Vol. V1, 
1939. 
The work of the Federal Trade Commission overlaps 
that of the Food and Drug Administration to the extent 
that the Commission may review claims made on pack- 
age labels, which also are subject to close control by the 
Food and Drug Administration. For example, see Fresh 
Grown Preserve Corp. v. Federal Trade Commission, 
125 F(2d) 917 (CCA 2, 1942). And the courts have held 
that a proceeding by one of these agencies with respect 
to a specific offense renders the matter res judicata, thus 
barring a subsequent action against the same offense by 
the other administrative agency. Cf. George H. Lee v. 
Federal Trade Commission, 113 F(2d) 583 (CCA 8, 
1940), and United States v. Willard Tablet Co., 141 
F(2d) 141 (CCA 7, 1944). 

3 The Commission has exercised the power of review 
over advertising since its establishment by the original 
Act. No specific provision for this power was included 
therein, but the Commission and the Courts have con- 
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The extensive changes and additions 
incorporated in the law by the 1938 legis- 
lation in reality represent a “‘settling- 
down” step, a series of corrections in the 
organic law which the experience of 
twenty years had shown to be desirable. 
Even the addition of the five sections 
dealing specifically with false advertising 
does not greatly extend the scope of the 
federal authority. To point out this fact, 
however, is not to underestimate the im- 
portance of the improvements made in 
1938. These changes added certain teeth 
to the law and made possible more effi- 
cient and more effective execution of the 
duties of the Commission. To appreciate 
their importance and the value of the 
Wheeler-Lea Amendment generally, an 
understanding of the problems of the 
Federal Trade Commission is necessary. 

Fundamentally, the success of the 
Commission in dealing with unfair busi- 
ness methods depends not only upon its 
own interpretation of the law, but also 
upon its ability to obtain court approval 
of its decisions, since the law provides 
that cease and desist orders issued by the 
Commission are reviewable by the 
United States Circuit Courts of Appeal, 
and thereafter, upon writ of certiorari, 





strued the proscription of “unfair methods of competi- 
tion” contained in Section 5 to include advertising im- 
properly used. In fact, the first Commission case to come 
before the courts involved false advertising. Cf. Sears, 
Roebuck & Co. v. Federal Trade Commission, 258 Fed. 
307 (CCA 7, 1919). 

The present discussion, then, must be based in part 
on interpretations of the general power over unfair busi- 
ness methods. No attempt will be made to consider such 
other Commission activities as enforcement of the Clay- 
ton Act and economic investigations except insofar as 
they may be related to its control over unfair business 


methods. 
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the United States Supreme Court. 

In defending the legality of its orders 
under the original Act, the Commission 
was required to show that its action in 
any case was in the public interest, that 
the method was employed in interstate 
commerce, that the method was used in 
competition, and finally, and of greatest 
importance, that the business method 
complained of was unfair. These four 
requirements are jurisdictional in nature, 
that is, only if each is met is the Com- 
mission justified in taking action in any 
case. On the other hand, the law required 
the court to accept as conclusive the 
Commission’s findings of fact (if sup- 
ported by testimony) and, if satisfied 
that the Commission had met the require- 
ments, make possible the enforcement of 
the order. The conclusiveness of its fact- 
finding and the enforcement procedure 
are administrative matters of great im- 
portance to the Commission. They help 
to determine the efficiency with which it 
may operate and the practical effective- 
ness of its rulings. 

On each of these six matters the courts 
have differed from time to time with the 
Commission. The extent and importance 
of these differences have varied. In some 
instances the courts have broadened 
their views; in others, changes or addi- 
tions in the enabling act have had to be 
introduced by way of the Wheeler-Lea 
Amendment. In the following analysis of 
the authority of the Federal Trade Com- 
mission, its position with respect to the 
fact-finding power, enforcement pro- 
cedure, and the requirements of public 
interest, interstate commerce, and com- 
petition will be summarized. A more 
extended discussion of the problem of 
defining and applying a standard of un- 
fairness to business methods, particu- 
larly advertising, will be presented in a 
second article. 


CONCLUSIVENESS OF THE FEDERAL 
TRADE ComMISSION’sS FINDINGS 
oF Fact 


Like the Interstate Commerce Com- 
mission, the National Labor Relations 
Board, and other administrative agen- 
cies, the Federal Trade Commission oc- 
cupies a special position in our govern- 
ment. It has been given a mandate to 
carry out certain broad policies set by 
Congress. These policies must be applied 
to myriads of business situations and the 
application in each instance must be 
made on the basis of the circumstances 
obtaining therein. In view of the impos- 
sibility of composing a law that could 
cover every conceivable situation, Con- 
gress recognized the necessity of granting 
extensive powers to the Commission to 
enable it to execute Congressional poli- 
cies. 

The Commission has been authorized 
to issue a complaint, gather evidence, 
hold hearings before a trial examiner 
(within the Commission), and decide the 
case, either by dismissal or by the is- 
suance of a cease and desist order. In 
effect, then, the agency combines the 
functions of prosecutor, jury and judge.‘ 

On the other hand, Congress has at- 
tempted to prevent possible abuse of 
this power by providing that the deci- 
sions of the Commission are subject to 
review by the courts. However, this 
power of review is accompanied by the 
enjoinder that the courts accept as con- 
clusive all matters of fact found by the 
Commission, if supported by testimony. 

The courts have not always obeyed 


‘ Criticisms and suggestions respecting this combina- 
tion of functions are too numerous and varied to include 
here. Among the many articles devoted to a considera- 
tion of the problem are Bell, “Let Me Find the Facts” 
(1940) 26 4.B.A.F. 552, and McGuire “Control of Ad- 


minjstrative Responsibility” (1939) 7 Geo. Washington 
L. Reo. 304. 
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this injunction. An instance of such dis- 
regard by the Ninth Circuit Court of 
Appeals in the 4/goma Lumber Company 
case called forth the following rebuke 
from Mr. Justice Cardozo, speaking for 
the United States Supreme Court: 
“ “The findings of the Commission as to 
facts, if supported by testimony, shall be 
conclusive.’ 15 U.S.C.A. Sec. 45. The 
Court of Appeals, though professing ad- 
herence to this mandate, honored it, we 
think, with lip service only. In form, the 
court determined that the finding of un- 
fair competition had no support what- 
ever. In fact what the court did was to 
make its own appraisal of the testimony, 
picking and choosing for itself among 
uncertain and conflicting inferences. 
Statute and decision... forbid that 
exercise of power.’’® Under the Act, then, 
it is the Commission’s function, not the 
court’s, to weigh the evidence pro and 
con and to arrive at a conclusion as to 
what is the fact. The only duty of the 
court in this respect is to assure itself 
that there is, indeed, some evidence to 
support the Commission’s finding. 

The Wheeler-Lea Amendment made 
no change in the fact-finding power of 
the Commission.® In general, the courts 


5 Federal Trade Commission v. Algoma Lumber Co. 
et al., 291 U.S. 67, 73 (1934). This decision reversed 4/- 
goma Lumber Co. et al., v. Federal Trade Commission, 
64 F(2d) 618 (CCA 9, 1933). The Supreme Court deci- 
sion favored the Commission. 

6 The term ‘“‘evidence’’ was substituted for “‘testi- 
mony,” a simple technical correction. Of much more 
importance is the “Reece” Bill, first submitted in 
February, 1946 (as H.R. 2390) and reintroduced (as 
H.R. 125 by Representative O'Hara) in January, 1947. 
This bill proposes to amend Section 5 by requiring that 
the Commission’s findings of fact be supported by the 
“preponderance of the evidence.” This provision, ap- 
parently reasonable, actually would seem to reduce 
substantially the authority of the Commission because 
it turns back to the courts the responsibility of sifting 
and weighing conflicting technical evidence. It was the 
purpose of the original Act to delegate this function to 
a body of experts, relieving the courts of a task that 
they had performed with only moderate success. The 
Reece Bill also proposes to reduce the amount of 


in recent years have accepted the Com- 
mission’s findings of fact without much 
questioning.’ 


ENFORCEMENT OF COMMISSION 
ORDERS 


Section 5 of the original Act gave no 
legal force to the cease and desist orders 
which it empowered the Federal Trade 
Commission to issue. If the respondent 
whose methods were condemned by the 
order did not choose to comply with its 





penalties that may be assessed for violation of Commis- 
sion orders, 

7 There have been some exceptions to this rule. In 
International Parts Corp. v. Federal Trade Commission, 
133 F(2d) 883 (CCA 7, 1943), the court held that there 
was no evidence to support the Commission’s finding. 
In 7. B. Lippincott Co. v. Federal Trade Commission 137 
F(2nd) 490 (CCA3, 1943), the court said that the 
evidence presented was contradictory, supporting 
equally opposing inferences, and therefore it could not 
be considered “substantial.”’ (The law does not include 
the word “‘substantial.”’) 

An interesting example of the ability of the court to 
classify evidence, and in this way to prevent error, is 
provided by Kidder Oil Co. v. Federal Trade Commis- 
sion, 117 F(2d) 892 (CCA 7, 1941). In this case the peti- 
tioner produced and advertised a colloidal graphite to be 
added to the ordinary lubricating oil used in automo- 
biles. The Commission ordered the company to cease 
advertising that its product would prevent undue engine 
wear, lengthen the life of the motor, etc. 

The Commission, in its findings of facts, averred that 
these statements were untrue. A great deal of evidence 
had been presented, principally featuring the results of 
“run-to-destruction” tests with motors lubricated under 
varying conditions and with and without colloidal graph- 
ite added to the lubricant. The court agreed with the 
Commission that these tests showed that under so-called 
normal or “‘full-film” conditions the addition of graphite 
was of no value. 

But the court pointed out that evidence showed that 
“full-film’’ conditions may be absent due to insufficient 
oil, low oil pressure, or a cold motor. “Boundary” con- 
ditions then arise and all evidence supported the peti- 
tioner’s contention that colloidal graphite was valuable 
in such circumstances. Hence, the court reasoned that 
two separate facts should have been found. The first, 
relating to “full-film” conditions, had been found by the 
Commission and was amply supported by evidence. The 
second, respecting “‘boundary”’ conditions, had been ig- 
nored by the Commission, but all evidence supported 
petitioner. 

Therefore, the court affirmed the Commission’s order 
but required that it be substantially modified to permit 
advertising claims that truthfully presented the facts. 
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provisions, he might appeal to a United 
States Circuit Court for review of the 
order or he might elect merely to ignore 
it. In the latter case it became the duty 
of the Commission to petition the Circuit 
Court to affirm the order and issue an 
enforcing decree. In either event, then, 
a court proceeding was required before 
the order achieved legal force. 
Thereafter, a violation of the court 
decree rendered the offender subject to a 
second court action (brought by the 
Commission) in which he might be found 
guilty of contempt of court and required 
to pay a fine.*® The delays inherent in this 
system clearly reduced the efficiency of 
the Commission’s efforts to prevent 
losses to competitors and the public 
arising from unfair methods. 
Substantial improvement in enforce- 
ment procedure has been obtained by 
the Wheeler-Lea Amendment. In the 
first place, the Amendment provides 
that cease and desist orders of the Com- 


8 To the difficulties of this enforcement procedure, the 
Circuit Courts sometimes contributed further confusion. 
In Federal Trade Commission v. Standard Education So- 
ciety, 14 F(2d) 947, (1926), the Seventh Circuit Court 
held that the validity of the order could not be reviewed 
until a court action first had shown that there had been 
a violation. This interpretation of Section $, requiring an 
additional proceeding, fortunately did not prevail. Cf. 
Federal Trade Commission v. Balme, 23 F(2d) 615 
(CCA2, 1928), cert. den., 277 U.S. 598 (1928) and 
Federal Trade Commission v. Baltimore Paint and Color 
Works, Inc., 41 F(2d) 474 (CCAg4, 1930). 

In Federal Trade Commission v. Fairyfoot Products, 
94 F(2d) 844, (1938), the Seventh Circuit Court ruled 
that its earlier affirmation of the Commission’s order 
against this Company [80 F(2d) 684, 1935] was unac- 
companied by a court enforcing decree and, therefore, 
such order could not constitute a basis for contempt ac- 
tion upon violation. Thereafter, the Commission neces- 
sarily petitioned the Circuit Court for an enforcement 
decree in addition to an affirmance of the cease and de- 
sist order. 

A third problem of enforcement procedural detail 
arose in Federal Trade Commission v. A. McLean & Son, 
et al., 94 F(2d) 802 (CCA 7, 1938). Here the court held 
that the penalty proceeding could not ground on civil 
contempt; further, the court refused to permit the Com- 
mission to shift the action to a criminal contempt pro- 
ceeding. (Presumably the civil action was undertaken 
to enable the Commission to recover costs.) 


mission issued under the authority of 
Section 5 become final 60 days after is- 
suance unless respondent appeals to a 
Circuit Court. The burden of taking 
action thus is shifted to the respondent. 
That he still may delay finality of the 
order by appealing to the court is neces- 
sary in order that he may be protected 
from arbitrary actions of the Commis- 
sion. It is not so clear that he should be 
permitted to continue the use of the mal- 
practice during the one or more years in 
which the issue is being tested in the 
courts, however. 

Recognition of this last mentioned 
problem led to the special provision in 
Section 13 specifying the use of an in- 
junctive proceeding in certain instances. 
The Commission may seek a temporary 
injunction from a United States District 
Court if: (1) the practice to be enjoined 
is false advertising of foods, drugs, cos- 
metics, or devices, as proscribed in Sec- 
tion 12, and (2) it appears that it would 
be to the interest of the public to enjoin 
such advertising. In general, the Com- 
mission has employed the injunctive 
procedure against the advertising of 
drugs or devices whose use is potentially 
injurious to health.’° 

® The absolute finality of cease and desist orders has 
been questioned on the ground that jurisdictional issues 
might be reviewable at any time. Cf. 39 Columbia Law 
Review 259; 34 Illinois Law Review 259; Handler, “The 
Control of False Advertising under the Wheeler-Lea 
Act,” 6 Law and Contemporary Problems 91, 1939. How- 
ever, the question appears to have been settled in favor 
of the Commission by the decision in United States v. 
Piuma, 40 F. Supp. 119 (1941), confirmed by the 
Ninth Circuit Court, 126 F(2d) 601, (1942), cert. 
den. 317 U.S. 637, (1942). The district court held 
(at p. 122) “giving finality to the order of the Com- 
mission when the defendant has the right of appeal 
is consonant with due process. 

10 Obesity cures, abortifacients, and home diathermy 
devices are among the products whose advertising has 
been enjoined most frequently. Although almost all in- 
stances of the employment of the injunctive process 
have involved drugs or devices whose use may be harm- 
ful to health, there have been a few cases in which the 


injunction was issued to prevent economic injury to the 
public, 
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The Wheeler-Lea Amendment also 
has clarified the procedures for penalty 
actions. Section 16 provides that in case 
of violation of Section 5 or Section 12 the 
Commission shall certify the facts to the 
Attorney-General, who then shall under- 
take appropriate action. This action 
varies with the nature of the offense. 
Section 14 of the Act, added by the 
Amendment, for the first time invokes 
criminal penalties. It provides that any 
person disseminating advertisements in 
violation of Section 12 is guilty of a mis- 
demeanor if: (1) the product so adver- 
tised may be injurious to health if used 
under customary or prescribed condi- 
tions, or (2) the violation was with intent 
to defraud or mislead." 

The maximum penalty for a first 
violation of this criminal provision is 
$5,000 fine or imprisonment for six 
months or both; for further violations 
the penalty may be a fine of $10,000, im- 
prisonment for not more than one year, 
or both. Since no order need be issued 
before this penalty proceeding, the pro- 
vision can bear heavily on the rather 
narrow group of offenses covered.” 





For example, in Federal Trade Commission v. Thom- 
sen-King &8 Co., Inc., et al., not reported, United States 
District Court, Northern District of Illinois, (1940), the 
court enjoined advertising which misrepresented the 
nature of a prize contest, falsely stated the possibility of 
winning cash awards, exaggerated the qualities of the 
cosmetics being sold, and, in general, used every availa- 
ble “come-on” device. 

Certainly the public interest in preventing financial 
loss from such advertising is only second to its interest 
in obtaining protection for its health. The use of the in- 
junction in instances of this sort may be expected to 
increase in the future. 

1 Paragraph (b) of this Section specifically relieves 
publishers, media, and advertising agencies from liabil- 
ity under the section unless they refuse to cooperate 
with the Commission by furnishing the name and ad- 
dress of the person or firm who caused them to dissemi- 
nate the offending advertising. 

12 Because of the difficulty of proving fraudulent in- 
tent, the Section is amost entirely limited to false adver- 
tising of foods, drugs, cosmetics, or devices that are 
potentially injurious to health. As a matter of fact this 
provision has had almost no use. 

In U.S. v. Fohn Petrie, not reported, United States 


The second and most generally em- 
ployed penalty procedure available to 
the Commission represents a revision of 
the methods used before the Wheeler- 
Lea Amendment. It concerns violations 
of the cease and desist orders issued 
under authority of Section 5. (False ad- 
vertising prescribed in Section 12 is spe- 
cifically included within the scope of 
Section 5.) Under the new procedure, the 
Commission certifies the facts to the 
Attorney-General whenever it has reason 
to believe that a respondent has violated 
its order. A civil action may then be 
brought against respondent in the name 
of the United States and a fine of not 
more than $5,000 for each violation 
exacted. The confusion found in pre- 
Wheeler-Lea attempts to collect fines 
has been largely eliminated. 

In all, the enforcement procedures 
available to the Federal Trade Com- 
mission have been given added teeth by 
the Amendment. Savings in time and 
expense have been made possible, and, 
best of all, procedures for preventive ac- 
tion have been introduced. The Com- 
mission now has ample opportunity to 
exercise active current influence in a sub- 
stantial field of advertising. 


Pus.ic INTEREST 


The requirement of public interest 
arises from the phrase in the Federal 
Trade Commission Act which states that 
the Commission may serve a complaint 
stating charges of unfair methods “‘if it 
shall appear to the Commission that a 
proceeding by it in respect thereof would 
be to the interest of the public.’* It has 





District Court, Northern District of Illinois, 1939, the 
respondent had ignored a cease and desist order pro- 
scribing the advertising of his product, a dangerous drug 
with abortifacient characteristics. A criminal action un- 
der Section 14 resulted in the payment of a $1,000 fine. 
A short time later a civil proceeding against respondent 
under Section 5 was terminated on payment of a $2,500 
penalty. 
18 Section 5 (b). 
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been contended that this clause is in- 
cluded merely to empower the Commis- 
sion to determine for itself whether any 
individual case is of sufficient general 
importance to warrant public, i.e., Com- 
mission, action. 

However, the courts early took the 
position that they could review the 
Commission’s decision in this respect. 
Thus, in Federal Trade Commission v. 
Gratz et al., (258 Fed 314, 316, and 317), 
(1919), Justice Ward of the second 
circuit stated: “It seems to us that unfair 
methods of competition between indi- 
viduals are not contemplated by the act. 

.We think the unfair methods, 
though not restricted to such as violate 
the Anti-Trust Acts, must be at least such 
as are unfair to the public generally.” 

This judicial concern over public in- 
terest is to be found in many cases, and 
the duty of the courts to examine into 
this matter was specifically proclaimed 
by Mr. Justice Brandeis in his opinion 
for the Supreme Court in Federal Trade 
Commission v. Klesner, 280 U.S. 19 
(1929), in the following words: “Section 
5 makes the Commission’s findings of 
fact conclusive, if supported by evidence. 
Its preliminary determination that in- 
stitution of a proceeding will be in the 
public interest, while not strictly within 
the scope of that provision, will ordi- 
narily be accepted by the courts. But the 
Commission’s action in authorizing the 
filing of a complaint, like its action in 
making an order thereon, is subject to 
judicial review.” 

The basis for finding public interest is 
not entirely clear. In the K/esner opinion, 
Mr. Justice Brandeis states: “To justify 
filing of a complaint the public interest 
must be specific and substantial. Often 


“In 43 Harv. L. Rev. 285 (1929) Public Interest as a 
Jurisdictional Requirement, the author effectively argues 
that by its placing in the Act, by its wording, and by 
the practical nature of the subject, the public interest 
requirement is solely an administrative matter. 


it is so, because the unfair method em- 
ployed threatens the existence of present 
or potential competition. Sometimes, 
because the unfair method is being em- 
ployed under circumstances which in- 
volve flagrant oppression of the weak by 
the strong. Sometimes, because, although 
the aggregate of the loss entailed may be 
so serious and widespread as to make the 
matter one of public consequence, no 
private suit would be brought to stop the 
unfair conduct, since the loss to each of 
the individuals affected is too small to 
warrant it.’ 

But, earlier, “This requirement (pub- 
lic interest) i is not satisfied by proof that 
there has been misapprehension and con- 
fusion on the part of the purchasers, or 
even that they have been deceived . . ..”” 
Hence, following this viewpoint, many 
instances of the use of unfair methods 
might be excluded from the jurisdiction 
of the Commission on the grounds that 
the matter was a purely private contro- 
versy. This was precisely the situation in 
the Klesner case. 

The force of this decision was soon 
weakened, however, by the Supreme 
Court decisions in the Royal Milling Co. 
and Algoma Lumber Co. cases. In the 
first of these decisions, Mr. Justice 
Sutherland, speaking for the court, 
points out that the public interest in this 
case is specific and substantial because 
“If consumers or dealers prefer to 
purchase a given article because it was 
made by a particular manufacturer or 
class of manufacturers, they have a right 
to do so, and this right cannot be satis- 
fied by imposing upon them an exactly 
similar article, or one equally as good, 
but having a different origin.” 

In his opinion in the Algoma Lumber 
Co. decision, Mr. Justice Cardozo states: 


8 At, p. 28. 

16 Id., p. 27. 

17 Federal Trade Commission v. Royal Milling Co. 
et al., 288 U.S. 212, 216 (1933). 
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“The consumer is prejudiced if upon 
giving an order for one thing, he is sup- 
plied with something else....In such 
matters, the public is entitled to get 
what it chooses, though the choice may 
be dictated by caprice or by fashion or 
perhaps by ignorance.’’® 

In the light of these decisions, it ap- 
pears safe to say that few instances of 
unfair practices in commerce in which 
the public is directly concerned can be 
excluded from the jurisdiction of the 
Federal Trade Commission on _ the 
grounds of lack of public interest—even 
though the dispute appears to be a 
private controversy.!® This state of 
affairs unquestionably existed even be- 
fore the passage of the Wheeler-Lea 
amendment to the Federal Trade Com- 
mission Act. Since passage of the Amend- 
ment, with its emphasis on the protec- 
tion of the consumer from any deceptive 
act or practice, the public interest juris- 
dictional requirement has offered no 
problem. 


INTERSTATE COMMERCE 


It is not necessary to dwell at length 
on the interstate commerce requirement 
in view of the general understanding of 
the problem of constitutionality in- 
volved. In general, the Commission has 
restricted its activities to trade clearly 
interstate in character and the matter 
seldom has constituted a serious issue in 
Commission cases before the courts.”° 


18 Federal Trade Commission v. Algoma Lumber Co. 
et al., 291 U.S. 67, 78 (1934). 

19 One type of situation in which public interest is not 
present is exemplified in Flynn & Emrich Co. v. Federal 
Trade Commission, 52 F(2d) 836 (1931). Here the peti- 
tioner had been accused of threatening a competitor 
with a suit for patent infringement. 

The Commission contended that the threat was made 
in bad faith and that the practice constituted an unfair 
method of competition within its jurisdiction. The court 
pointed out that the threat was made against only one 
competitor who possessed an adequate remedy at com- 
mon law. The public was in no way involved and hence 
there was no public interest. 

#0 Among the few instances in which the courts have 


In the second Bunte Bros. case, how- 
ever, the Commission made an explora- 
tory attempt to expand its jurisdiction to 
the intra-state use of unfair methods 
which might affect interstate trade.”! In 
this instance the respondent, an Illinois 
corporation, was employing a lottery de- 
vice, an unfair method, in the sale of 
candy in Illinois.” In its argument, the 
Commission freely admitted that the 
practice was being used only in intra- 
state commerce, but emphasized the fact 
that ample evidence showed that the use 
of the lottery device in Illinois by the 
Illinois corporation had decreased sales 
of candy in Illinois by foreign corpora- 
tions. Hence, interstate commerce was 
seriously affected by the intra-state use 
of an unfair method. 

Both the Seventh Circuit Court of 
Appeals and the U. S. Supreme Court 
refused to accept this argument as justi- 
fication for extension of the Commis- 
sion’s jurisdiction. In the majority 
opinion, Mr. Justice Frankfurter stated: 
“And we merely hold that to read ‘un- 
fair methods of competition in [inter- 
state] commerce’ as though it meant 
‘unfair methods of competition in any 
way affecting interstate commerce,’ re- 
quires, in view of all the relevant con- 
siderations, much clearer manifestation 





differed with the Commission on this problem are: 
Ward Baking Co. v. Federal Trade Commission, 264 
Fed. 330 (CCA 2, 1920); Winslow et al. (and Norden 
Ship Supply Co., Inc.) v. Federal Trade Commis- 
sion, 277 Fed. 206 (CCA 4, 1921), cert. den., 258 
U.S. 618, (1922); and Canfield Oil Co. v. Federal 
Trade Commission (and five other cases), 274 Fed. Rep. 
571 (CCA 6, 1921). It may be noted that these are very 
early cases. 

21 Bunte Bros., Inc. v. Federal Trade Commission, 110 
F(2d) 412 (CCA 7, 1940), and Federal Trade Commission 
v. Bunte Bros., Inc., 312 U.S. 349 (1941). 

22 The use of lottery devices in interstate commerce 
had been condemned by the U.S. Supreme Court in 
Federal Trade Commission v. R. F. Keppel & Bro., Inc., 
291 U.S. 304 (1934), and by circuit courts in a host of fol- 
lowing decisions, including that of the first Bunte Bros. 
case, Bunte Bros., Inc. v. Federal Trade Commission, 
i104 F(2d) 996 (CCA 7, 1939). 
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of intention than Congress has fur- 
nished.”” 

The Commission’s jurisdiction, then, 
does not have the same scope possessed 
by certain other administrative agencies, 
notably the National Labor Relations 
Board, whose enabling act specifically 
employs the term “affecting interstate 
commerce.’’4 

The only change respecting the inter- 
state commerce requirement introduced 
by the Wheeler-Lea Amendment relates 
to the dissemination of false advertising. 
Section 12 of the Act, added by the 
amendment, makes unlawful the dis- 
semination of false advertising “By 
United States mails, or in [interstate] 
commerce by any means, for the purpose 
of inducing, or which is likely to induce, 
directly or indirectly, the purchase of 
food, drugs, devices or cosmetics.” 

Since the most important advertising 
media, with the possible exception of 
outdoor advertising and “throw-aways,” 
usually make some use of the mails or 
cross state boundaries, or both, this pro- 
vision tends to include within the scope 
of Commission jurisdiction certain busi- 
ness activities that would otherwise be 
purely intrastate in character. 

It should be emphasized that this in- 
clusion pertains only to the advertising 
of products mentioned, namely, food, 
drugs, devices (to be interpreted roughly 
as the mechanical equivalent of drugs), 
and cosmetics (specifically excepting 
soap). In dealing with most false adver- 
tising of these products, then, the 
Wheeler-Lea Amendment has extended 
the power of the Commission. In dealing 
with advertising of all other products, 


*3 At page 355. Mr. Justice Douglas wrote a dis- 
senting opinion, Mr. Justice Black and Mr. Justice Reed 
concurring. 

*4 National Labor Relations Act, 49 Stat. 450, 453. It 
may be added that in 1935 the Commission attempted 
unsuccessfully to secure from Congress an express 
change in wording to include the term “affecting.” 
S. Rep. No. 46, 74th Cong., 1st Sess. 


however, the Commission is still bound 
to prove that the product moves in inter- 
state trade. 


CoMPETITION 


The only jurisdictional requirement 
generally affected by the Wheeler-Lea 
Amendment was that of competition. 
Old Section 5 proscribed “unfair meth- 
ods of competition.” The Amendment 
added the phrase “‘and unfair or decep- 
tive acts or practices.”” The omission of 
the word competition in the added 
phrase, in effect, eliminated the require- 
ment. 

The purely legal importance of this 
change may be overestimated. The re- 
quirement that there be competition be- 
fore the Commission can act can hardly 
be considered a very serious jurisdic- 
tional limitation. American business is 
competitive. It would be difficult to find 
a product that does not have competition 
in some form. However, the necessity of 
proving the existence of competition and 
probable injury thereto may be a 
troublesome, expensive, and somewhat 
uncertain business. This is well exempli- 
fied by the Supreme Court decisions in 
the Raladam cases. 

In the first of these, Federal Trade 
Commission v. Raladam, 283 U.S. 643 
(1931), the Supreme Court [affirming the 
Sixth Circuit Court’s decision in Raladam 
v. Federal Trade Commission, 42 F (2d) 
430 (1930)] ruled against the Commis- 
sion on the ground that there had been 
no adequate showing that the Raladam 
Company, producers of Marmola, a po- 
tentially dangerous “obesity cure,” had 
any competition. 

Mr. Justice Sutherland, speaking for 
the Court, states the general rule (at 
p. 649). “It is obvious that the word 
“competition” imports the existence of 
present or potential competitors, and 
that the unfair methods must be such as 
injuriously affect or tend thus to affect 
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the business of these competitors—that 
is to say, the trader whose methods are 
assailed as unfair must have present or 
potential rivals in trade whose business 
will be or is likely to be, lessened or 
otherwise injured. And later (at 653) he 
applies the rule to the case at bar: 

“It is impossible to say whether, as a 
result of respondent’s advertisements, 
any business was diverted, or was likely 
to be diverted, from others engaged in 
like trade, or whether competitors, 
identified or unidentified, were injured in 
their business, or were likely to be in- 
jured, or, indeed, whether any other 
anti-obesity remedies were sold or offered 
for sale in competition, or were of such 
character as naturally to come into any 
real competition, with respondent’s prep- 
aration in the interstate market. All this 
was left without proof and remains, at 
best, a matter of conjecture. Something 
more substantial than that is required as 
a basis for the exercise of the authority of 
the Commission.” 

Following this reversal, the Commis- 
sion petitioned for a rehearing, request- 
ing permission to present new evidence. 
Unsuccessful in this move, the Commis- 
sion in 1935 began an entirely new action 
by issuing a new cease and desist order 
against the then current Raladam ad- 
vertising. This time the Commission 
took care to prepare ample evidence on 
the matter of competition and, though 
temporarily reversed by the Sixth Circuit 
Court of Appeals in Raladam v. Federal, 
Trade Commission, 123 F(2d) 34 (1941), 
its findings were upheld by the Supreme 
Court in Federal Trade Commission v. 
Raladam, 316 U. S. 149 (1942).*5 

*% The cease and desist order giving rise to this series 
of rulings was issued in 1935, and therefore the court 


decisions were based on the wording of the Federal 
Trade Commission Act before its amendment in 1938. 


Mr. Justice Black, delivering the 
opinion of the court, contrasts the new 
case with the old (at pages 150-152). 
“It is clear that the reasons for refusing 
to enforce the Commission’s order [in the 
earlier case] are grounded upon the in- 
adequacy of the findings and proof... . 
This time the Commission found with 
meticulous particularity that Raladam 
had made many misleading and decep- 
tive statements to further sales of 
Marmola; that Marmola had many ac- 
tive rivals for the trade of those who 
were interested in fat-reducing remedies; 
that Raladam’s misleading statements 
had the ‘tendency and capacity’ to in- 
duce people ‘to purchase and use re- 
spondent’s. .. preparation or medicine 
for reducing purposes . . . in preference 
to and to the exclusion of the products of 
competitors, ... and to divert trade to 
respondent from such competitors en- 
gaged in the sale in interstate commerce 
of medicines, preparations, systems, 
methods, books of iustruction, and other 
articles and means designed, intended 
and used for the purpose of reducing 
weight....’” 

While these cases give some support to 
the view that competition can be proved 
if sufficient care is taken to gather evi- 
dence concerning it, they also reflect the 
expense and delay attendant upon its 
proof. Hence, the broader terms, “unfair 
and deceptive acts or practices,” incor- 
porated in the Act by the Wheeler-Lea 
Amendment very desirably increase the 
administrative effectiveness of the Com- 
mission’s work. 

Further, they extend the philosophical 
foundation of this work from that of the 
protection of competition between busi- 
ness enterprises to that of protection of 
the consumer. 











PLANNING A HOLIDAY* 


DONALD M. HOBART 
The Curtis Publishing Company 


Epiror’s Note: This is an interesting and instructive 
exposition of the detailed planning which is required in 
launching a new magazine. 


INCE it first became known that The 

Curtis Publishing Company was de- 
veloping plans for a new publication, to 
be called Holiday, there has been con- 
siderable interest expressed concerning 
the marketing research activities which 
accompanied, aided and followed the 
launching. This is a brief review of those 
marketing research activities. 

The launching of a new magazine is a 
long and complicated process—it takes 
time, thought and money. Magazines 
succeed primarily because of editors and 
editorial plans together with sound man- 
agement and financing. It also seems 
equally clear that editors and editorial 
plans can produce better magazines with 
research than without it. 

The research activity surrounding 
Holiday can be understood more easily 
by giving a quick picture of some of our 
company’s postwar planning activities. 
A Postwar Discussion Committee was 
appointed representing all departments 
of the company. From these discussion 
meetings came definite assignments ask- 
ing for reports on our present properties 
and preliminary reports on certain new 
areas of future operation which the dis- 
cussion group and management felt were 
worthy of more attention. Two such 
areas were considered—new magazines 
and new products other than magazines, 
such as paper-backed books, of which 
Bantam Books, Inc., is an example. 

In approaching the area of new maga- 


* Presented before the New York Chapter of The 
American Marketing Association. 


zines we were influenced primarily by the 
fact that we wanted a large expanding 
market for mass circulation, and we did 
not want to fall into the error of putting 
out an imitation of any magazine now in 
existence. After much discussion it 
seemed clear that the field of travel, 
recreation, sports, entertainment and 
hobbies offered real possibilities for the 
future. So a man was assigned the job of 
bringing in a report on the field and of 
preparing preliminary plans, specifica- 
tions and estimates. This report was ac- 
companied by a very rough paste-up 
dummy covering the general idea. At 
this stage the project was known as 
Magazine “Y” and sometimes referred 
to as “Go” or “Play.” 

This preliminary report was submitted 
to our Postwar Action Committee, made 
up of the officers and department man- 
agers. It was decided to set up an experi- 
mental group to study in more detail 
such things as the market possibilities, 
the editorial formula, circulation possi- 
bilities and the physical properties of the 
book itself. Our Research Department 
moved into the situation in three major 
ways: 


(1) We brought together, studied and 
analyzed all the information available 
from many sources on such things as 
the size of the pleasure, travel and rec- 
reation market in the past, in terms of 
dollar volume and the number of peo- 
ple interested. In addition we gathered 
all the estimates and evidence of future 
trends. We saw that postwar America 
represented a travel and pleasure- 
hungry market—a market made up of 
millions of people who, weary of war- 
time work and restrictions, would be 
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eager to satisfy that innate urge for 
fun and relaxation. 


We knew that the travel and recrea- 
tion market had always been an im- 
portant one from the standpoint of 
dollar volume. We learned that it is 
perhaps far more important... and 
far more all-inclusive than many 
realize. It is a market which com- 
pletely embraces many different in- 
dustries and deeply penetrates into 
many others. Therefore, we found the 
task of measuring the dollar amount of 
the potential Holiday market a diffi- 
cult one if we were to rely alone upon 
industrial or trade statistics. 


We decided upon a basic concept which 
was that the Holiday market would 
rightfully include all goods and services 
purchased by the consumer in satisfac- 
tion of his urge for fun and relaxation; 
and that the factor which motivates the 
Spending is of primary importance— 
not the industry classification into which 
the product or service falls. 


The total sales of the primary recrea- 
tional classifications such as amuse- 
ments, sporting goods and radio, were 
easily obtained, but the other classifi- 
cations such as food, clothing, hotels 
and transportation, which owe an im- 
portant share of their market to 
recreational spending, also deserved 
consideration. The difficulty arose in 
estimating the recreational share of 
total sales for these secondary classes. 
The statistics which were readily 
available, however, served as impor- 
tant guide posts to indicate the 
tremendous size of this market. Dur- 
ing the pre-war period—1929-1941, for 
example—Department of Commerce 
figures showed us that an average of 
over 5} billion dollars per year was 
spent by the consumer for recreation 
(in the primary classes only) and for 
pleasure transportation. This meant 
that without considering the second- 
ary classifications, and during a period 


(2) 


which included the greatest economic 
depression this country has ever ex- 
perienced, $1 out of every $11 spent by 
the consumer went for having a good 
time. 


If we gave recognition to recreational 
spending in the secondary classifica- 
tions and if proper allowance was 
made for the pent-up demand for fun 
and relaxation current in America to- 
day, it appeared reasonable to con- 
clude that considerably more than that 
$1 out of every $11 to be spent by the 
consumer in these postwar years 
would be motivated by the holiday 
urge. 


The Research Department, through 
its Development Division, also con- 
ducted two national personal-inter- 
view surveys among magazine readers. 
One survey among 2,500 men and 
women was on travel; the other of 
equal size was on recreation, sports, 
hobbies and entertainment. These 
surveys gave us a comprehensive and 
detailed analysis of typical magazine 
readers’ tastes and plans for travel. 


In the Travel Survey we found, for 
example, that: 


Seventy-six per cent expected sum- 
mer vacations after the war and that 
go per cent of these expected to go 
away from home. Two weeks was 
mentioned most often as the proba- 
ble duration of their summer vaca- 
cation. Thirty-eight per cent of the 
summer travelers expected to travel 
outside the United States within the 
next few years, and their first 
choices were Canada, Mexico, 
Alaska, the British Isles and South 


America—in that order. 


Eighteen per cent expected winter 
vacations after the war, and 89 per 
cent of these planned to go away 
from home. Winter vacationers ap- 
parently expect to spend more time 
on their trips, for one month was 
mentioned most often as the proba- 
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ble duration. Thirty-two per cent of 
these winter travelers planned to 
go outside the United States on 
their winter vacations. Mexico was 
their first choice—then South 
America, the West Indies, Canada 
and Alaska. 


In the Sports and Recreation Survey 
we learned that people were almost 
universally interested in active par- 
ticipation in a wide variety of sports 
and hobbies. Space does not permit 
giving any more of the figures, but 
these surveys served in large measure 
to confirm the belief at Curtis that 
Mr. and Mrs. America were not only 
interested in travel and recreation, but 
were also eager to find a magazine 
which would provide interesting and 
informative reading matter on these 
subjects. 


(3) The Research Department was also 
able to bring to this experimental 
group years of experience in editorial 
research covering, among other things, 
the reaction of readers to various types 
of editorial and art appeals. Not that 
we would tell them what to do, but we 
could discuss with them our conclu- 
sions and reactions on many subjects 
vital to their plans. 


After many, many months of work, 
with the cooperation of all departments 
of the company, the editorial group on 
Magazine “Y”’ produced its first dummy 
carrying the name Holiday. 

More accurate preliminary recom- 
mendations were developed on specifi- 
cations such as book dimensions, price, 
weight of paper, book size and print 
order. A cost and income analysis for a 
five-year basis was prepared, together 
with an operating budget for the coming 
year. The final plan for Magazine “Y,” 
the necessary appropriation, all details 
of size, print order and news stand dates 
were okehed by the company. Thus the 
magazine was born as an operating 


entity, but it still had no official name 
and its editorial and advertising staffs 
were not complete. 

The story concerning the name is very 
interesting. Somewhere along the line 
someone suggested the name Holiday. 
As the editorial plans developed, it 
seemed clear that the magazine was be- 
ing edited to the holiday mood. That is 
the way you feel when you plan for or 
actually experience the pleasures of 
travel, recreation, sports or enjoy a 
hobby. The name Holiday expressed that 
mood so well. 

When we checked on the copyright of 
the name, we found that it was controlled 
by the American Automobile Associa- 
tion, which had published a magazine by 
that name. We told them of our plans 
for a new magazine in the interest of 
travel and recreation. They were very 
cooperative and from them we secured 
control of the name “Holiday.” 

Shortly after this Research sent to the 
editorial group a complete analysis of the 
first dummy, item by item, based on our 
past experience in editorial research. 
Soon after, work was started on the sec- 
ond preliminary dummy. The editorial 
staff was enlarged—a Sales Manager was 
appointed and advertising representa- 
tives were employed. Circulation made 
its plans to handle the sale of Holiday 
through the Sales and Subscription Di- 
visions. 

The second preliminary dummy, using 
the same cover, was larger and showed 
internal changes. When it was com- 
pleted, it was used by our advertising 
salesmen to sell advertisers and adver- 
tising agents, and by our Circulation 
Department to sell wholesalers, sub- 
scription workers and agencies on Ho/i- 
day. 

This second dummy was also used by 
the Development Division of the Re- 
search Department to secure potential 
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consumer reaction to the finished prod- 
uct. A carefully controlled acceptance 
test was made during November 1945 
among representative magazine reading 
homes in certain key cities throughout 
the country. 

Copies of the dummy were placed in 
these selected homes, and people with 
whom the copies were left were told, 
quite frankly, the nature of the test and 
were asked to look at the magazine just 
as if it had come into the home by sub- 
scription or as the result of newsstand 
purchase. To eliminate bias they were 
not told that the test was being done for 
The Curtis Publishing Company. Field 
work was handled entirely by national 
interviewing organizations. 

On the follow-up interview, made after 
the dummy had been in each home for a 
specified period of time, a complete 
record of observation and reading was 
made, plus (and most important) the 
answers to a series of attitude questions. 
Results were then turned over to 
Holiday’s editorial department. Our sub- 
sequent editorial research surveys on 
identical material in actual published is- 
sues have shown nearly identical results 
with those obtained on this acceptance 
test. 

And then the first issue—March 1946 
—appeared in the mails and on the news- 
stands of the nation. But the job of the 
Research Department had only begun. 
Research had played an important part 
at Holiday’s inception by obtaining and 
presenting the broad market facts es- 
sential to management. Now the idea 
was an actuality—a full-fledged, slick 
paper magazine being read in many 
thousands of subscriber homes through- 
out the country and being sold on news- 
stands in nearly every town and city in 
the nation. It was necessary$to renew 
and redouble Research efforts to give 
this new publication the support it would 


require now that it was on the market. 

One of the first questions we were 
asked after the first issue appeared was— 
“What kind of people are Holiday 
readers?” This question was a perfectly 
natural one for both editors and adver- 
tisers to raise and, of course, had been 
anticipated. We had, by this time, al- 
ready completed a survey among Holi- 
day’s charter subscribers, but it was 
necessary to withhold this information 
until we could make a survey among the 
newsstand buyers and present the entire 
story at the same time. We waited until 
the second, or April issue, before we at- 
tempted to conduct the newsstand sur- 
vey, because we felt that there would be 
less possibility for curiosity buyers and 
collectors to distort the picture. The 
methods used in conducting both surveys 
were simple but effective. 

The questionnaire mailing list for the 
Charter Subscriber Survey was compiled 
in December 1945, by selecting every 
fourth name from the subscriber file, 
which at that time contained about 
29,000 names. This method of random 
selection insured a representative sam- 
ple of the group. An especially designed 
and illustrated questionnaire, accom- 
panied by a “personalized” letter with a 
masculine appeal, was addressed to the 
male subscribers and a letter designed for 
feminine interest was sent to the women 
on the list. Each mailing contained the 
letter, a questionnaire and a return en- 
velope. No premium offer or follow-up 
was made, but 4,460 questionnaires were 
returned, which represented a 62 per cent 
response. 

The same questionnaire which was 
used in the Charter Subscriber Survey 
was inserted in 10,000 newsstand copies 
of the April issue, together with a similar 
letter and a return envelope. The dis- 
tribution of these newsstand question- 
naires conformed very closely to the ac- 
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tual newsstand distribution of the 
magazine. 

The questionnaire sets were sent to 
the Curtis circulation branch offices in 
IOI cities geographically representative 
of the country. The number of sets sent 
to each of these cities was in direct pro- 
portion to that city’s newsstand copy 
allotment. Then, in order to insure a 
proper sample within each city, the local 
Curtis representative “tipped” the ques- 
tionnaire sets into copies of Holiday on 
selected newsstands throughout his 
territory. Every care was taken to see 
that this distribution of newsstand 
questionnaires was in proper proportion 
to the single copy distribution of the 
magazine within each city. 

Here, again, the response was good, 
but considerably lower, as you might ex- 
pect, than in the Charter Subscriber 
Survey which had been conducted 
through the mails. Over 1,500 newsstand 
buyers of this April issue completed the 
questionnaire and mailed it back to us, 
thereby providing a better than 15 per 
cent return. 

The findings of these combined sur- 
veys indicated that April newsstand 
buyers were generally the same kind of 
people who made up our initial charter 
subscriber group. They were younger in 
age, as we suspected, since those who 
would subscribe to a new type magazine 
as yet unpublished would naturally 
come from the older and more substan- 
tial segment of our population. Then, 
too, many of the younger element of the 
population were still in the service or 
just returning to civilian life in Decem- 
ber 1945 and had little chance for repre- 
sentation among our first charter sub- 
scribers. 

Here are just a few highlights from the 
survey. The median family income of the 
April newsstand buyers of Holiday was 
$4,679, which may be compared to the 


median figure for our charter subscribers 
of $6,308 ...the same type people— 
only the charter subscribers, being older, 
have higher incomes. 

The median age of the initial charter 
subscribers was 46 years and for the 
newsstand group 32 years. Sixty-one 
per cent of the charter subscribers had 
attended college. To prove the state- 
ment that the April newsstand buyers 
were the same kind of people, but 
younger, we found that 65 per cent ot 
this group had been college students. 

The breakdowns for occupations again 
showed a marked similarity of types. For 
example, 25 per cent of the male charter 
subscribers were in the professional and 
semi-professional classification, while 29 
per cent of the male April newsstand 
buyers were in that occupational group; 
41 per cent of the male charter sub- 
scribers were either proprietors, manag- 
ers or company officials and 28 per cent 
of their younger contemporaries in the 
newsstand group were in similar posi- 
tions. 

Both charter subscribers and news- 
stand buyers alike are active people in- 
terested in travel, sports and other rec- 
reational activities. Ninety-eight per cent 
of the charter subscribers mentioned one 
or more outdoor sports in which they like 
to participate, whereas 99 per cent of the 
newsstand buyers indicated interest in 
exercise out-of-doors. About 85 per cent 
of both the first charter subscribers and 
the April newsstand buyers have hob- 
bies, and nearly 80 per cent of both 
groups said they had visited one or more 
of ten foreign countries, popular among 
travelers, which were listed in the ques- 
tionnaire. 

The question of circulation naturally 
arose soon after the first issue appeared. 
How many net paid copies? Where had 
they been sold? And how were they sold 
—subscription or newsstand? It was too 
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early for a published ABC report, so the 
job of analyzing preliminary circulation 
reports fell to the Research Department. 
For obvious reasons, a statement on this 
subject will have to be on the ultra- 
conservative side. That is only good busi- 
ness for any publisher with a new maga- 
zine. 

The pre-publication announcement to 
the adverstising world was that Holiday 
expected to have 300,000 net paid circu- 
lation on the first issue. The records of 
the Circulation Department were 
checked and it is now a published fact 
that the average for the first three issues 
was over 400,000. And in order to prove 
the complete national coverage of Holi- 
day as a magazine we obtained a break- 
down of the circulation by states which 
shows a very close correlation percent- 
agewise to the buying power of the na- 
tion when compared with standard 
indices. So we found that this new 
magazine, Holiday, though still in its in- 
fancy, had already formed a market- 
wise circulation distribution pattern. 

As is the case with all new products, 
Holiday is going through a period of 
careful study. Many opinions of Holiday, 
admittedly both pro and con, have been 
offered by the experts who would have 
edited the book differently. Much con- 
structive criticism, voluntarily given, 
has been received and digested. Much of 
this will be reflected in future changes. 
But as valuable as this expert advice has 
been in planning for immediate changes, 
the most important evidence on this sub- 
ject had to come from the consumer. 

This evidence was in the form of 
reader mail (of which we fully recognized 
the limitations) and continuing editorial 
research among readers of Holiday in the 
homes of subscribers and newsstand 


buyers. These surveys, which are made 
on every issue, follow our usual traffic 
surveys, using the methods of going 
through the book item by item with 
readers and checking those items seen, 
read part and read in full. We also secure 
the degree to which each item is liked or 
disliked. This is done through a series of 
general attitude questions and through 
certain supplementary questions about 
the book. Because of the importance of 
speed, returns are reported by wire from 
the field and are then analyzed by the 
Development Division of the Research 
Department. The findings are then pre- 
sented in report form, for use by the 
editorial group and by management. 

In addition to these monthly traffic 
surveys, we have recently initiated a 
series of small but, we feel, highly im- 
portant tests of consumer preference on 
layout, illustration, titling and other 
mechanical features of the magazine. We 
have also carried out a panel study of the 
issue-by-issue purchasing habits of first 
issue single copy buyers. This has been of 
assistance in predicting such factors as 
the inevitable audience turn-over and 
drop-out rate of “novelty” buyers. 

The significance of these plans for con- 
tinuous editorial research must be ap- 
parent to all marketing research men. It 
means that Holiday editors and Curtis 
management have at hand research 
which will lead to constant product im- 
provement. 

All of us in marketing research know 
that no new product, especially a new 
magazine, can be produced in a perfect 
state. As proof of this, just think back to 
the first issues of most now successful 
magazines. Improvement and perfection 
of a product takes time. Research can 
add much to hasten the day. 
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MAIL QUESTIONNAIRES CAN PRODUCE 
GOOD SAMPLES OF HOMOGENEOUS 
GROUPS 


DAVID WALLACE 
Time, Inc. 


Epiror’s Note: This is an interesting report on a 
study designed to show to what extent a survey based on 
the use of mailed questionnaires can be relied upon to 
give dependable results. 


HIS is the record of an attempt to 

answer a part, at least, of one of the 
more controversial questions in research: 
Are mail questionnaire results reliable? 

The operations (or shirtsleeve) end of 
the attempt was carried out by the 
Market Research Department of Time. 
Direction and counsel were provided by 
Paul F. Lazarsfeld and Raymond Fran- 
zen. The theater of our efforts was a 
cross section of subscribers to Time 
Magazine—a body of 1,500,000 predomi- 
nantly business and professional families 
who possess a rather high degree of 
homogeneity from the standpoint of 
education and income—(7 out of 10 have 
attended college; 8 out of 10 have in- 
comes above $3,000. The figures for the 
general popu’ -tion are six per cent and 
thirty per cent, respectively). 

The difficulties encountered in con- 
ducting surveys by personal interview 
are compounded enormously when the 
interview method is applied to certain 
types of groups. Let us look at some of 
these difficulties through the eyes of the 
marketing head of a mid-western com- 
pany who at the moment is trying to 
interview groups of management ex- 
ecutives, engineers, and _ industrial 
physicians. 

“There is only a handful of the kind 
of men we want in most towns; some- 
times there is only one in a company. 
And, of course, they are busy men. In 
some cases, they have refused to be 


interviewed. In others, our people have 
had to spend hours waiting in reception 
rooms—or have had to call back later 
only to be put off for a still later ap- 
pointment. When we do get in, the inter- 
view is likely to be rushed and almost 
always there are interruptions so that 
even we sometimes have doubts as to the 
value of our findings. Sure, our costs are 
sky-high for these interviews. But what 
can we do? Mail questionnaires might 
solve the problem. But would they give 
us worthwhile results? We don’t know— 
and we can’t afford to be wrong.” 

The spot our friend finds himself in is 
not an unusual one. There are plenty of 
blanket generalizations that all mail 
questionnaire results are worthless—and 
there are a few shrill protests that they 
have produced good results here and 
there. But no one, seemingly, has sought 
to explore these conflicting viewpoints 
and to find the areas, if such exist, where 
each conclusion may rightfully hold. So 
with no good information available on 
the validity of the mail method in spe- 
cific applications, most researchers have 
chosen to go along with interviews on 
any and all jobs—and have paid ac- 
cordingly. 

The advantages of mail questionnaires 
are especially attractive for at least two 
reasons: 


(a) They can reach quickly and inexpen- 
sively special classes of people who are 
thinly scattered throughout the popu- 
lation. The chief requisite is a good 
mailing list. 


(b) They give direct access to many per- 
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sons who are unwilling to interrupt 
their office or home activities for an 
interview. 


Moreover a mail questionnaire can be 
filled out at leisure, permitting consul- 
tation with other persons, if necessary. 
Frequently this produces a more 
thoughtful reply. The anonymous nature 
of a mail questionnaire prompts a freer 
response to such personal questions as 
income, education, etc. A mail survey 
can be conducted with a minimum of 
personnel from any point that has a 
post office—there is no need for a wide- 
spread and costly field organization. 

However, no quantity of advantages 
should be permitted to obscure the first 
requirement in any method: its relia- 
bility. 


THE BASIC ISSUE 


The basic issue in the mail question- 
naire problem can be stated simply: 

Are the people who reply to a mail ques- 
tionnaire representative of the group being 
studied—are they the same kind of people as 
those who do not reply? 


The point is an important one. For in 
the mail method, replies are usually 
accepted from whoever will fill out the 
questionnaire and send it back. In the 
interview method, specifications of some 
kind are set for a definite number and 
kind of respondents—in the same pro- 
portion as they exist in the whole group 
being surveyed. 

To put it another way, we can say that 
mail respondents are generally uncon- 
trolled while interview respondents, sub- 
ject to the skill and honesty of the 
interviewer, are controlled. 

In some situations—notably when 
dealing with groups made up of people 
whose characteristics are substantially 
different—controls are essential. An ex- 
ample is a presidential poll among all the 
voters in the country, or a survey of the 


brands of breakfast food bought by all 
the housewives in a city. 

However, one wonders whether there 
may not be other situations where the 
differences among the persons in the 
group that we want tosurvey are small, 
and thus where almost any part of the 
group would produce a good practical 
picture of the entire group. 

An admittedly improbable example 
would be 100 persons who are exactly 
alike. They hold the same jobs, own the 
same number and makes of automobiles, 
eat the same brands of food, and so on. 
The results that we would get from ques- 
tionnaires returned by any 20 or 30 of 
these persons are likely to be very much 
the same as the results obtained from the 
entire 100. 

Such ideal situations, of course, are 
rare in practical life. But somewhere be- 
tween complete homogeneity and gross 
heterogeneity there may be areas where 
the differences that are present in a group 
are so small that almost any part of the 
group can serve as a good practical 
sample of the whole. 

Where are there such areas? What 
factors of homogeneity are important in 
them? How far can one go in analyzing 
the general population before the differ- 
ences that can occur between the uncon- 
trolled repliers to a mail questionnaire 
and the non-repliers are large enough to 
affect the validity of mail questionnaire 
results? 

For some years, Time has used both 
mail questionnaires and interviews in 
surveys among its subscribers. The 
results have been remarkably similar. 
So perhaps here is one area that is large 
enough to be important in a practical 
sense—the circulation of Time is more 
than 1,500,000—and where the popu- 
lation is so comparatively homogeneous 
that there are no great differences be- 
tween the persons who reply by mail and 
those who do not. 
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THE STUDY PLAN 


To test this hypothesis, Paul Lazars- 
feld and Raymond Franzen were asked 
to design a study that would establish to 
their satisfaction whether those of our 
subscribers who reply to a mail question- 
naire are truly representative of all Time 
subscribers. 

Drs. Lazarsfeld and Franzen proposed 
the following study: We would first draw 
a cross section of subscribers and send 
each of these persons a mail question- 
naire. Then all persons in the group 
would be interviewed. From the results 
obtained by interview, we would com- 
pare the kind of persons who replied to 
the mail questionnaire with the kind of 
persons who did not reply. Should we 
find no appreciable differences, we would 
know that the mail repliers do represent 
the entire cross section of subscribers, 
but if differences showed up, the findings 
based upon mail surveys would be viti- 
ated, to some extent at least. 

(This procedure also offered an oppor- 
tunity to compare the answers given in 
the mail questionnaire with the answers 
the same persons give to the same ques- 
tions when face-to-face with an inter- 
viewer. The results of this comparison 
are described later.) 

Because we wanted to investigate the 
effect of different subjects on the repliers, 
we included 76 questions in the several 
questionnaires that went out to the 
cross section. The subjects ranged all the 
way from the ownership of physical 
goods such as houses, mechanical re- 
frigerators, and automobiles, to intangi- 
bles such as the opinion of our sub- 
scribers on the postwar employment 
plans of family members then in the 
armed forces. The wide variety of ques- 
tions produced results which are highly 
interesting in themselves, as will be 
shown later. 


The sample selected for the test was 


made up of 3,000 names taken consecu- 
tively from Time’s “Fa” galleys—Farley, 
Farmer, Farrell, etc. These names had 
been checked against credit bureau 
records in previous years and had been 
found to be satisfactorily representative 
of all Time subscribers in terms of geo- 
graphic area, city size, and certain sub- 
scription factors. All questionnaires were 
numbered so that a record could be kept 
of who replied and who did not reply. 

Of the 3,000 persons in the cross 
section, 1,052 replied to the mail ques- 
tionnaire—a return of 34.9 per cent. 
This return, incidentally, is about “par” 
for a group having the socio-economic 
characteristics of Time subscribers. 

Due to gas rationing and other diffi- 
culties inherent in a specified name sur- 
vey, it was economically impossible to 
interview every person. However, 1,387 
complete interviews were obtained, of 
which 505 proved to be with persons who 
had replied by mail and 882 were with 
non-repliers. Except for the non-urban 
limitations, interviews were unselected 
and should provide a valid comparison. 


ReEpPLiIERS vs. NON-REPLIERS 


The comparison of the interview re- 
sults with mail repliers and with non- 
repliers was made by the use of chi- 
square test—the object being to deter- 
mine the differences between the two 
groups which might be due to chance 
alone and the differences that are beyond 
the reasonable limits of chance. These 
latter differences would presume a bias 
in the mail sample. 

The comparison shows no significant 
difference between the groups on 52 of 
the 76 questions. Of the remaining 24 
questions, less than half showed impor- 
tant statistical differences. And of these 
differences, Drs. Lazarsfeld and Franzen 
say “... few are large enough to be of 
practical importance and many of these 
can be overcome easily by weighting, or 
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by presenting results separately for the 
classes.” 

Here are charts showing the actual 
distributions of the mail repliers and the 
non-repliers to five questions where no 
significant difference is found between 
the groups. The open bars in each chart 
show the distribution of persons who 
replied by mail. The solid bars show the 
distribution of non-repliers. Note how 
closely the two groups match. 
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Other questions on which no true dif- 
ference was found between the mail 
repliers and the non-repliers are: 


Sex 

Marital status 

Yearly earned income 

Yearly other income 

Gainfully employed members of family 

Residence 

Type of residence 

Monthly rentals 

Family members in armed forces 

Post-war employment of family members in 
armed forces 

Expect to travel after war 

Have telephone 

Own one radio 

Own three radios 

Year radio bought 

Own two or more cars 

Make of car 

Year car bought 

Own vacuum cleaner 

Make of vacuum cleaner 


Year vacuum bought 
Own electric range 
Make of electric range 
Price of electric range 
Year electric range bought 
Own washing machine 
Make of washing machine 
Price of washing machine 
Year washing machine bought 
Hope to own home freezing unit 
Year refrigerator bought 
Have writing desk 
Number of clubs belonged to 
Magazine reading time 
Number of magazines read 
Read Reader’s Digest regularly 
Read Life regularly 
Read Satevepost regularly 
Read Good Housekeeping 
Number of charge accounts: 

Garage 

Specialty shops 

Book & Stationery store 

Drugstore 

Jewelry, etc. 

Food store 

Miscellaneous 


Judged by the foregoing questions, the 
people who replied by mail are the same 
kind of people as those who did not reply 
by mail. In the remaining 24 questions, 
“significant” differences ranging from 
very small to large are found between the 
mail repliers and the non-repliers. 

Several things should be noted here. 
First, the term “difference” as used in 
this comparison is a rigid statistical 
measure. There are several borderline 
cases that fall either immediately above 
or immediately below the statistical 
breaking-off point. From a_ practical 
viewpoint, these items might reasonably 
be placed in either group. Such a case is 
“Total family income” which falls in the 
“not significantly different” group. How- 
ever, because income is usually corre- 
lated with education which definitely is 
“significantly different,” income is also 
shown in this group. 
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The second thing to be remembered is 
that many true differences are of such a 
nature or size that they do not affect the 
practical validity of mail results. For 
example, suppose that college educated 
persons prefer exactly the same brands of 
gasoline as do persons with only gram- 
mar school education. Since the prefer- 
ences of the two groups are alike, then 
a disproportionately large number of 
replies from college graduates does not 
affect the results of a mail survey on 
gasoline brand preference. 

Following are some of the questions in 
which there is a difference greater than 
chance between the mail repliers and the 
non-repliers. 
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As can be seen, mail response is 
disproportionately high in the east cen- 
tral areas and low in the New England 
and Atlantic areas. Where geographic 
considerations are important, results 
should be presented separately by areas 
or weighted for a total. 
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As to city size, mail response is higher 
in small communities and lower in larger 
cities. Again, if urban considerations are 
important, results should be tabulated 





EDUCATION OF RESPONDENT 
Some grammar f 
Comp. grammar fh 
Some high je) 
maemo 
— 
mmreei em 
—_ 


No formal schoo) 


High comp. )-10 


Some college 





College grad. 


No answer e 


. a a s = | 


0 10 20 30 40 





Percent 





























THE FOURNAL OF MARKETING 





separately by population groups or 
weighted for a total. 

Perhaps the most serious sample bias 
encountered in this study is the high 
proportion of college educated persons 
obtained in the mail replies. 

Care should be taken in the generali- 
zation of findings that might be related 
to education. For example, questions 
that involve opinions might be particu- 
larly susceptible to bias. The bias can be 
minimized by presenting results sepa- 
rately for each education level. 
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Total family income, as mentioned 
above, does not fall into the “‘signifi- 
cantly different” group by a strict 
statistical criterion, but is shown here 
because income is known to be correlated 
with education. Also, it is important to 
note where the income differences are. 

In general, it might be said that 
persons with either very low incomes or 
persons with very high incomes do not 
answer mail questionnaires as readily as 
do persons in the $3,000~-5,000 range. 

Other question on which a statistical 
difference greater than chance between 
mail repliers and non-repliers is indi- 
cated are: 









Occupation 
Titles or positions 

Car 

Car bought 

Own two radios 

Price of vacuum cleaner 

Own mechanical refrigerator 
Approximate price of refrigerator 
Read Time regularly 

Read Colliers’ regularly 

First choice magazine 

Ever made a talk 

Have written to magazine 

Have written to Congressman 
Have written to store 

Have written to newspaper 
Have written to radio station 
Activities require correspondence 
No. of clubs in which held office 
Education of spouse 


Some of these questions indicate a 
psychological difference between the 
persons who answer by mail and those 
who do not, e.g. writing to the editor. 
But it is questionable whether these 
psychological differences affect the ma- 
terial under investigation in most market 
surveys. Mail respondents, in general, 
are more active in community affairs and 
are more apt to have had experience with 
written communication than non-re- 
pliers. 

The most important finding of the 
study is a direct answer—in this and 
similar groups, at least—to the question 
of differences between the persons who 
reply by mail and those who do not. The 
answer is: There are few genuinely im- 
portant differences. Thus, the sample of 
mail repliers from a group as homogene- 
ous as Time subscribers seems to be 
generally satisfactory for market re- 
search purposes. 


Malt ANSWERS vs. INTERVIEW 
ANSWERS 


The other comparison in this study 
was made between the answers that mail 
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repliers give in a mail questionnaire and 
the answers the same persons give to the 
identical question when asked by an 
interviewer. This comparison does not 
pretend to be absolute, of course, be- 
cause there may be distortions on both 
sides. 

In three-fourths of the questions, there 
were no differences. But in the remaining 
one-fourth, the anonymous mail reply 
appears to overcome certain biases that 
arise in the psychological situation of 
being in the presence of another person. 
That is, the mail reply overcomes a 
reluctance to divulge information of a 
personal nature (e.g., income); mail 
answers are more qualified (“‘some” 
college and “some” high school instead 
of “completed’’). Also, activities of an 
unusual nature (hold club office) and 
buying power in the upper extremes 
(expensive refrigerators) are more freely 
admitted by mail than by interview. 
Thus in such situations the evidence 
seems to favor the answers by mail. 


ConcLUSIONS 


The findings from both parts of this 
study would seem to open many new 
opportunities for mail surveys among 


homogeneous—or comparatively homo- 
geneous—groups. For the results show 
clearly that in groups of this kind, the 
persons who reply by mail (the mail 
sample) are similar in most practical 
respects to those who do not reply. 
Generally speaking, they show that the 
mail sample can satisfactorily represent 
the universe of a relatively homogeneous 
group. It is conceivable that some mail 
samples may even be better than those 
obtained by interview—for it must be 
remembered that personal interviews 
themselves are by no means immune to 
bias. 

Admittedly, this report does not 
answer all the questions that can be 
raised about the mail questionnaire 
method. Neither does it champion the 
indiscriminate use of the mail method 
for all types of surveys. Many of the re- 
sults, in fact, expose areas in which mail 
samples should be critically examined 
with the utmost care. 

It is hoped, however, that these find- 
ings may be helpful in ‘defining some of 
the areas in which researchers can use 
the mail questionnaire method with 
more assurance than has been available 
to them in the past. 
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Eprror’s Note: The author studies trading in the 
grain futures market and inguires into the changes in 
volume over a period of years. 


HE decline in the volume of trading 
Tin grain futures from the peak 
reached in 1925 has been extensive. This 
decline has been of much concern to 
members of the trade, but most con- 
cerned have been those members located 
in Chicago, long the preeminent grain 
futures market of the world. The grain 
pits of the Board of Trade have been the 
very vortex of all those factors which in 
the complexity of their interaction make 
the price of grain. 

It is the object of the present inquiry 
to determine what has been the position 
of Chicago, the extent of the loss of this 
position, and the explanation for this 
loss. First in order is a brief review of the 
extent of the decline in all grain future 
trading in the United States. 


ToraL VoLUME OF GRAIN 
Futures TRADING 


The peak in the total volume of trad- 
ing which was reached in 1925 (see Table 
I) had been preceded by three years of 
improving prices. Thereafter for a period 
of five years, with the exception of the 
boom year 1929, the volume of trading 
was normal for the period. The volume in 
1932, however, was less than one-half of 
what it had been in 1929. While an in- 
crease followed in 1933 when prices im- 
proved, during the next three years grain 
prices were relatively stable and the vol- 
ume of trading remained low. 

The improvement in prices in 1937 was 
accompanied by an increase in the vol- 
ume of trading but reaction followed in 


THE DECLINE OF CHICAGO AS A GRAIN 
FUTURES MARKET 


FRED M. JONES 
University of Illinois 


1938, and each year thereafter the vol- 
ume of trading declined until 1942, when 
less than one-fifth as much trading was 
done as had been done in 1925. The up- 
turn in prices in 1943 and 1944, was by 
no means accompanied by an increase in 
volume with which a comparable price 
improvement in the past had been ac- 
companied. The volume of trading in 
the war year 1944 was still less than one- 
half of what it had been in 1934, although 
grain prices in 1944 were about twice as 
high as they had been in 1934. 


CAUSES OF THE LOWER VOLUME 
OF TRADING 


Until 1938 the volume of future trad- 
ing was influenced largely by the trend of 
prices. When prices were low the volume 
of trading was usually low, and when 
prices were high the volume of trading 
was high. In 1938, however, the volume 


Taste I.—Vo.tume or Futures TRADING IN ALL 
Grains In ALL Markets OF THE UNITED STATES 











Millions Millions 
Year of Bushels Year of Bushels 
1925 30,497 1935 11,919 
1926 21,603 1936 12,122 
1927 19,721 1937 16,700 
1928 19,304 1938 8,868 
1929 25,312 1939 8,671 
1930 21,200 1940 8,499 
1931 13,531 1941 7,675 
1932 11,746 1942 5,896 
1933 18,214 1943 6,340 
1934 13,964 1944 6,734 





Source: The Eighty-Seventh Annual Report of the 
Trade and Commerce of Chicago for the Year Ending 
December 31, 1944. 
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of trading reached a new low and has not 
since reached the level attained before 
that time, although prices since that 
year have been high (and higher than 
they were in the late twenties and early 
thirties). Low prices are not the cause of 
the continued low volume of grain future 
trading. 

One cause of the lower volume is the 
policy of the Federal Government in un- 
derwriting the risks of grain prices. The 
development of this policy began about 
the time of the decline of grain prices 
following the first World War. But it was 
not until the passage of the Agricultural 
Adjustment Act of 1933, which provided 
for parity prices, that much could be 
done in the way of the assumption of the 
risk of declining grain prices, by govern- 
ment. 

The creation of the Commodity Credit 
Corporation established an agency which 
had for its purpose the implementing of 
Federal policy as provided in the Agricul- 
tural Adjustment Act. This corporation 
initiated its price support program for 
grains by making a loan of forty-five 
cents per bushel on the corn crop of 1933. 
Although loans were made on corn each 
year thereafter, it was not until 1938 
that price conditions were such that it 
was necessary to make loans on a signifi- 
cant scale. Wheat loans were made that 
year, and the following year rye loans 
were made. Loans on barley were made 
in 1940 and thereafter. 

It being the established policy of the 
Government to prevent prices from seek- 
ing an uninhibited level, there was no ne- 
cessity for other interests to assume the 
risk of grain price declines. The volume 
of trading consequently declined. 

At the time the loan program was 
initiated, there was agitation for stricter 
regulation of the contract markets. This 
legislation was provided by the Com- 


modity Exchange Act of 1936. Among 
the provisions of this Act was one which 
permitted the establishment of a limit on 
the scale of operations of any one trader. 
Late in 1938 this limit was set at 
2,000,000 bushels. How important a fac- 
tor this limitation was in depressing the 
volume of trading during the next few 
years can not be definitely said, but at 
least it was a factor not calculated to 
encourage large scale trading. War 
clouds were gathering over Europe, 
stocks of grain were building up, and the 
Government was fully launched on its 
price support program. These factors 
were probably of more weight in depress- 
ing the volume of trading than was the 
limitation of the activities of a few large 
traders. 

The grain trade is international and 
the important markets are closely re- 
lated. A major factor in one market is 
very likely to have an effect in the other 
markets. The closing of an exchange or 
the suspension of trading in a grain are 
such factors. Almost with the outbreak 
of hostilities trading on the Liverpool 
Corn Exchange was suspended. Later 
trading in wheat was suspended at Bue- 
nos Aires and Winnipeg. At Chicago 
trading in corn futures was suspended. 
To the extent that the volume of trading 
on these markets was interdependent, 
the total volume was adversely influ- 
enced. 

The setting of price ceilings, however, 
probably had a more adverse influence 
on the volume of trading. With price 
ceilings in effect and the possibility that 
price floors would be set should condi- 
tions warrant such action, the risk of 
price fluctuations was reduced and there 
was much less need for a market mech- 
anism which specialized in assuming this 
risk. The volume of future trading con- 
sequently remained low. 
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Tue Position or CuHIcAGo InN GRAIN 
FutTures TRADING 


The preceding discussion has been in 
reference to the total volume of grain fu- 
tures trading, that is, the volume of 
trading on all contract markets in the 
United States. To a large extent, a dis- 
cussion of the total volume of future 
trading is a discussion of the trading on 
the Chicago Board of Trade. In the latter 
part of the last century, as shown by Ta- 
ble II, nine-tenths of all grain future 
trading done in this country was done in 
Chicago.! There was some decline from 
this eminent position in the period pre- 
ceding World War I, and following that 
war the position of Chicago was less 
dominant than it had been before 1900. 


Tasce I].—Percentace or ALL Grain Futures 
Trapinc Done on THE Cuicaco BoarD or 
TraDeE, 1884-1944 











Period Percentage Period Percentage 
1884-88 91.9 1914-18* 86.1 
1889-93 go.0 1921-25 87.7 
1894-98 91.2 1926-30 85.5 
1899-1903 84.5 1931-35 85.6 
1904-08 76.1 1936-40 85.2 
1909-13 81.3 1941-44" 80.2 





* Trading suspended in all wheat futures August 25, 
1917 to July 15, 1929 and in all corn futures June 25, 
1943 to September 14, 1944. 

Source: Report of the Federal Trade Commission on the 
Grain Trade. Vol. V, p. 42; Annual Reports of the Trade 
and Commerce of Chicago. 


In 1937, about seven-eighths of the total 
trading in grain futures was done on the 
Chicago Board of Trade. Since that time 
there has been a tendency for the Board 
to lose its position. In 1943, three-fourths 
of all the grain future trading was being 
done in Chicago. In 1944, the relative po- 
sition of Chicago was better than it had 
been for many years. 

? Throughout this discussion by Chicago is meant the 
Board of Trade of the City of Chicago. A small amount 


of trading in grain futures is also done on the Chicago 
Open Board of Trade. 


From the point of view of volume of 
trading, contracts calling for the future 
delivery of wheat have been the most im- 
portant. From 1936 to 1943, the volume 
of wheat contracts traded in all markets 
declined over 77 per cent, and during the 
decline Chicago suffered not only a great 
absolute loss but also a relative loss. In 
1936, about seven-eighths of the total vol- 
ume of wheat contracts was traded in the 
wheat pit of the Chicago Board of Trade, 
but by 1943 only two-thirds of the total 
was traded there. During this period 
Minneapolis and Kansas City both made 
a relative gain and Minneapolis made an 
absolute gain as well. 

In the trading of corn futures, Chi- 
cago has long been dominant and it re- 
tains that position. As in wheat, how- 
ever, there has been a drastic decline in 
the total volume of trading on all con- 
tract markets. By 1942, the trading of 
corn contracts amounted to only Ig per 
cent of what it had been in 1936, but of 
this smaller volume over nine-tenths was 
done on the Chicago Board of Trade. 
During this period Kansas City made a 
relative gain. 

The relative decline in the volume of 
oat contracts traded has not been as 
great as in the case of wheat and corn, 


Taste III].—Percentace or Torat VoLuME OF 
Trapinc 1n Four Grains Done at Cuicaco, 











1936-1943 
Year Wheat Corn Oats Rye 
1936 87.1 95.1 87.1 82.2 
1937 85.1 95.0 84.6 75-3 
1938 79-4 94.8 82.2 63.1 
1939 81.8 94-1 83.3 75-9 
1940 78.1 95-7 73-5 77-4 
1941 73-3 93-7 82.8 89.7 
1942 64.9 91.5 79-4 89.8 
1943 66.7 a 82.8 89.0 





* Trading in corn contracts suspended on all markets 
June 25, 1943. 

Source: Agricultural Statistics, 1944. U.S.D.A., Wash- 
ington, 1944. 
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although in 1943 it was less than one- 
half of what it had been in 1936. As with 
corn, Chicago suffered a small relative 
loss in the trading of oat contracts, but in 
1943 it was still doing almost five-sixths 
of the total trading in these contracts. 
Minneapolis made a small relative gain 
during the period. 

In the trading of rye contracts the 
trend in the total volume has been op- 
posite to the trend for wheat, corn, and 
oats. The total volume of trading in 1943 
was more than seven times that in 1936. 
Moreover, the position of Chicago im- 
proved during the same period; Chicago’s 
share increased from 82.2 per cent of the 
total volume of trading to 89 per cent 
of the total volume. Probably never be- 
fore had the volume of rye trading 
reached the point which it attained in 
1943. Rye has been and is a minor grain 
crop. The reason for this great increase in 
the volume of rye trading is not difficult 
to find. 

While the responsibility of the Office 
of Price Administration for some of the 
maladjustments in our economy may be 
questioned, it must take the full respon- 
sibility for the failure to establish ceiling 
prices on rye when ceiling prices for other 
grains were established. Not until after 
the cessation of hostilities were ceiling 
prices for rye announced. This situation 
increased the attractiveness of rye out of 
all proportion to its attractiveness in 
normal times. 

Chicago has shown some tendency to 
decline as a cash grain market. In 1937, 
of the total grain received at fifteen 
prominent grain centers 19.3 per cent 
was received at Chicago. By 1944, this 
percentage had declined to 15.5. This 
decline, however, may have had but lit- 
tle, if any, influence on the volume of 
future trading since a purchase or sale of 
cash grain at any place in the United 
States can be hedged within a matter of 


seconds or minutes in Chicago. 


Wuart Is THE Future or Future TRAD- 
ING AND THE BOARD OF TRADE? 


The foregoing discussion has pointed 
out that the most important grain fu- 
tures market is the Chicago Board of 
Trade. The major service which the 
Board has provided has been the mech- 
anism for future trading which has en- 
abled farmers, merchants, and millers to 
shift the price risk of gra to others. The 
Federal Government by _ price support 
and control programs has established a 
governmental mechanism for assuming 
the price risk of grain. It is very doubtful 
that this policy will be abandoned in the 
immediate future. As a matter of fact, 
much thought has been devoted to future 
development of the price program which 
may result in the Federal Government’s 
assuming to a still greater extent the risk 
of grain prices. 

As an organization, the Chicago Board 
of Trade is and has been weak. It is to be 
remembered that the Board of Trade is 
a corporation which does not engage in 
the buying and selling of grain or con- 
tracts for grain. The corporation provides 
the physical facilities where those who 
have paid for the privilege, that is, have 
become members of the Board, may en- 
gage in the grain trade. The president of 
the Board of Trade Corporation has not 
been a paid executive. The position is 
honorary and consequently there has 
been little incentive for those men who 
have occupied the position and who have 
had the necessary powers of perception, 
imagination, and judgment to exercise 
those powers. The presidents of the 
Board have recognized the fundamental 
problems with which the Board has been 
faced but too little or weak action has 
followed. 

One of the obstacles in the way of ob- 
taining action has been the apathy of 
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many of the members. They have had 
but little interest in the organization it- 
self. Their paramount interest has been 
in their own private business, which at 
times has had but little connection with 
the grain trade. A significant number of 
the members are not resident in Chicago 
but are scattered all over the world. To 
get any concerted action from them has 
been difficult. 

From time «9 time, dissension among 
members of tk 7:/30ard who represent dif- 
ferent sections:f the grain trade have 
prevented changes which would have 
been for the good of the entire trade. 
This may have been because of the grow- 
ing conservatism of some of the older and 
influential members, or it may have been 
that some members believed that they 
would profit more in the short run if 
things were not altered. 

It is not within the scope of the pres- 
ent discussion to indicate specifically 
what should be done, but it is clear that 
if the volume of trading which was once 
conducted in Chicago is ever again to be 
reached action must not be delayed. 
With both ceilings and floors for grain 
prices, and these not too far apart, it may 
be that the price will be either on the 
floor or at the ceiling and consequently 
there will be little incentive most of the 
time to trade. 

Had the volume of rye trading in 1944 
been no larger than it was in 1940, the 
total volume of all future trading in 
grains would probably have been less 
than three billion bushes. It may be that 
this is indicative of what the volume of 
future trading will be in the future. If 
this lower volume is reached, fewer brok- 
ers will be needed in the grain trade. 


With the total volume of trading on a 
lower scale, Minneapolis and Kansas 
City will be relatively more important as 
grain futures markets, but Chicago will 
probably remain the most important 
market for some time. 

One lesson that may be gained from 
observation of the past is that the mar- 
keting world does not remain the same. 
It is continually evolving, and those or- 
ganizations which adapt themselves to 
the changing conditions continue to ex- 
ist. Those which do not adapt themselves 
pass out of existence. Very few business 
organizations have lasted one hundred 
years. During its ninety-nine years of 
existence the Board has adapted itself to 
changing conditions many times and it 
may possibly continue to do so. 


SUMMARY 


The total volume of grain future trad- 
ing is now but a fraction of what it has 
been. The principal cause of the low vol- 
ume of trading has been the establish- 
ment by the Federal Government of a 
mechanism which removes much of the 
necessity for private interests to carry 
the risk of grain prices. At present this 
mechanism consists of price floors (par- 
ity prices) and until recently price ceil- 
ings were in effect. It does not seem 
likely that the policy of the Federal Gov- 
ernment to control the price of grain will 
be permanently abandoned. 

The Chicago Board of Trade has been 
and is the dominant grain futures market 
even with a reduced total volume of trad- 
ing. Had it not been for the attractive- 
ness of rye contracts during the war, the 
total volume of trading would have de- 
clined to a greater extent than it did. 








INSURANCE RESEARCH 


FRANK LANG 
Association of Casualty and Surety Executives* 


Eprtror’s Note: The author, who is manager of the 
Research Division of the Association of Casualty and 
Surety Executives, indicates some of the opportunities 
and problems in marketing research in the insurance field. 


NSURANCE today is big business; it 
l probably involves a greater volume of 
money transactions than any other indi- 
vidual industry. In the past 25 years, its 
assets have increased from Io billion dol- 
lars to 55 billion dollars; in 1945, it pro- 
duced premiums of g billion dollars and 
gave employment to some 600,000 per- 
sons. 

The product which insurance sells is 
an intangible something called “secu- 
rity,” which cannot be seen, touched, or 
tasted. Unlike the manufacturing indus- 
try which can reduce the cost of a prod- 
uct by manufacturing more of it, the cost 
of security is influenced, broadly speak- 
ing, principally by the frequency and se- 
verity of the hazards of existence. Be- 
cause of this unique characteristic, in- 
surance research up to the present time 
has been fairly specialized. There is every 
indication, however, that its scope will 
be significantly broadened in the future. 


Past AND PRESENT FIELDs OF 
INSURANCE RESEARCH 


The following six more or less arbi- 
trary classifications will convey a general 
idea of the kinds of research now being 
conducted by insurance. Several of them 
have been carried on since the early days 
of insurance in this country; some have 
won world-wide renown and, as tech- 
niques, have served as models for other 
types of business. 


1. Prevention and conservation research— 
to eliminate the causes of loss. 


* Sixty John St., New York 7, N. Y. 
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2. Contract and legal research—to sim- 
plify and standardize insurance con- 
tracts. 

3. Investment research—to bring about a 
better utilization of insurance reserves 
and funds. 

4. Actuarial research—to provide a sound 
basis for the insurance rate structure. 

5. Distribution research—to provide in- 
formation on agency management, 
costs, production, and other matters of 
importance in the distribution of in- 
surance. 

6. General management research—to im- 
prove general administrative proce- 
dures, working conditions and employee 
relations. 


New FIeE.ps or InsuRANCE RESEARCH 


In recent years insurance, like most 
other businesses, has begun turning to- 
ward new fields of research, realizing that 
it has become in effect a trustee of public 
funds and therefore incurs definite social 
responsibilities. This new research in- 
volves three developments: (1) the more 
extensive use of public opinion polls; (2) 
the use of market research techniques; 
and (3) the setting up of centralized de- 
partments. 


Opinion Po.ts 
Polls on Company Promotion Methods 


For several years many companies 
have made use of polls of agents’ opinion 
concerning company policies and adver- 
tising methods. More recently surveys 
have been made of consumer opinion on 
this subject. While the results of the sur- 
veys varied sharply in certain particu- 
lars, general opinion of insurance adver- 
tising was not high. 

One survey of agents showed that 
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more than half of the pollees used little 
or no advertising material sent them by 
the home office. Thirty-seven per cent of 
the agents in this survey stated they felt 
most insurance promotional material 
was uninteresting and lacking in sales 
appeal. Of the minority who did make 
use of this kind of material, 57 per cent 
considered blotters and folders to be 
most effective, and only 4 per cent 
thought highly of newspaper advertising 
as a means of promoting insurance. 

In contrast to the above, a second sur- 
vey found newspaper advertising con- 
sidered most effective by 46 per cent of 
the agents polled, the remainder favoring 
mail advertising. Of those preferring mail 
advertising, blotters again received the 
most votes—63 per cent. 

A public opinion survey on the same 
subject found 70 per cent of the public 
unimpressed with insurance advertising 
generally. According to this survey of the 
30 per cent who did notice insurance ad- 
vertisements, only 2 per cent remem- 
bered them in newspapers. 

Radio advertising of insurance, as 
constituted at the time the surveys were 
made, rated low with both agents and 
public. In a survey of agents, 90 per cent 
never used it, 4.5 per cent used it occa- 
sionally, and 5.5 per cent employed it 
frequently. A consumer opinion survey 
found only 8 per cent of the public ever 
noticed radio advertising. 


Public Opinion Polls on Insurance Com- 
pany Management 


It is only comparatively recently that 
any measurement has been taken of the 
opinion of the general public on insurance 
company management, distribution, gov- 
ernment regulation, need for new cover- 
ages, and other subjects important to the 
business. 

Public attitude toward insurance com- 
pany management has been on the whole 


friendly. One of the first polls found that 
about 96 per cent of the public had, in 
general, absolute confidence in the safety 
and stability of insurance companies but 
were dubious about other management 
policies. Another poll found that between 
92 and 96 per cent of the people had fa- 
vorable impressions of the insurance busi- 
ness. Between 83 and go per cent of the 
people interviewed in this poll had no 
criticism or comment on the insurance 
business at all. According to a third sur- 
vey, 63 per cent considered that insur- 
ance companies were serving the public 
efficiently and honestly. 

The same survey also found that the 
majority of the people felt they person- 
ally benefited from the services per- 
formed by insurance companies. Insur- 
ance fire prevention work was considered 
beneficial by 84 per cent of the people; 
accident prevention work was approved 
by 77 per cent, and highway safety pro- 
grams devised by insurance safety com- 
panies were felt to have been personally 
beneficial by 74 per cent. A fourth survey 
showed that 85 per cent of the people be- 
lieved insurance companies contribute to 
the general public welfare and 75 per 
cent thought the companies had aided in 
the growth and development of this 
country. 


Public Opinion Polls on Distribution 


Opinion polls of distribution methods 
have brought to light facts of vital im- 
portance to both companies and agents. 
According to the surveys made, nearly 
half of the policyholders in fire and casu- 
alty insurance companies could not re- 
member the name of the companies 
which covered their policies. In another 
survey, 31 per cent of life insurance pol- 
icyholders and 54 per cent of burglary 
policyholders did not know what type of 
company they were insured with— 
whether a stock or a mutual company. 
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Of interest also were the reasons given 
for buying insurance from a particular 
agent or broker. The main reason, ac- 
cording to all surveys, seemed to be the 
quality of service rendered, although the 
percentage of people buying insurance 
for this reason varied in different surveys 
from 43 per cent to 58 per cent. Other 
reasons given for buying from a particu- 
lar agent were, according to one survey, 
the company he represents (36 per cent), 
because he is a friend (29 per cent), or 
because of business reciprocity (3 per 
cent). 

According to a second survey, 43 per 
cent deal with agents who are friends or 
relatives; 18 per cent because someone 
recommended the agent; 14 per cent be- 
cause of business reciprocity; 11 per cent 
because the agent represents a well 
known company; and 4 per cent because 
he did a good job of selling. Still another 
survey found 15 per cent choosing an 
agent because of confidence in the insur- 
ance company and 4 per cent because of 
the cost of the policies he offered. 


Public Opinion Polls on Extension of So- 
cial Security 


One important question, which is much 
in the news today and which has been re- 
searched by several national polls, is the 
controversial issue of government exten- 
sion of the Social Security Act to include 
accident and health insurance. The ac- 
companying illustration (see page 69) 
shows the wide variation in results of 
three surveys made on this subject. 

In the first survey, conducted in July, 
1943 (Survey B), 32 per cent of the peo- 
ple polled approved of a plan increasing 
social security taxes for use in a medical 
and hospital insurance program. Of these 
only 16 per cent would still approve if it 
meant increasing social security taxes to 
6 per cent. According to a second survey 
(Survey C) taken only a month later in 
August, 1943, some $9 per cent favored 


an extension of social security to include 
health insurance, and 44 per cent of 
those in favor were willing to pay 6 per 
cent of their salary to make such a pro- 
gram possible. A third survey (Survey 
A), undertaken in August, 1944, found 
68 per cent of the pollees approving an 
extension of the social security laws to 
provide doctor and hospital care, and 58 
per cent still favoring the plan if it 
meant that 23 per cent of pay checks 
would be deducted for the purpose. Of 
the 68 per cent approving the extension, 
48 per cent preferred that the Federal 
Government handle such a plan. 

Whereas all three surveys would seem 
to indicate that the majority of people 
are opposed to socialized medicine, it is 
interesting to find here three surveys 
claiming, in answer to substantially the 
same question, that 48 per cent, 44 per 
cent, and 16 per cent of the persons 
polled approved a certain type of pro- 
gram. 

If space permitted, an analysis of 
these surveys would show that much of 
the divergence in results could be ac- 
counted for by differences in timing, dif- 
ferences in the composition of the sam- 
ples selected, and, most important, var- 
iations in the choice of words and in the 
order in which questions were asked. It is 
probable, however, even though a need 
for some type of reform in the economic 
structure of U. S. medicine seems indi- 
cated, that public opinion on this subject 
is not crystallized—at least not to the 
extent claimed in certain quarters. 

This is further confirmed by three polls 
on the same subject which were made 
in 1946. An Iowa poll indicated that 
40 per cent of the citizens of that state 
favored extension of the Federal pro- 
gram, whereas a similar poll in Wash- 
ington, D. C., found 70 per cent favoring 
it. A third countrywide poll revealed 
that fewer than 4 persons in every 10 
had heard or read of the Wagner-Mur- 














PUBLIC ATTITUDE 
— TOWARD — 


GOVERNMENT HEALTH 
INSURANCE 


SURVEY A 

68% FAVORABLE. OF THESE, 58% 
STILL APPROVE IF SOCIAL SECURITY 
TAXES ARE INCREASED TO 24% 


OF THOSE FAVORABLE ,48% WOULD HAVE 
THE SOCIAL SECURITY LAW HANDLE IT. 








UNFAVORABLE 

















UNFAVORABLE 






SURVEY B 
32% FAVORABLE. OF THESE, 16% 
STILL APPROVE IF SOCIAL SECURITY 
TAXES ARE INCREASED TO 6%. 








UNFAVORABLE 





SURVEY C 

59% FAVORABLE. OF THESE, 44% 
STILL APPROVE IF SOCIAL SECURITY 
TAXES ARE INCREASED TO 6%. 
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ray-Dingell medical insurance bill. When 
asked the question, “What do you think 
should be done, if anything, to provide 
for the payment of doctor, dental and 
hospital bills for people in this country?” 
the replies showed a wide variety of 
ideas. 

Twenty-six per cent thought nothing 
should be done. A total of 17 per cent 
suggested voluntary health insurance 
programs, such as the Blue Cross hos- 
pitalization plan; another group, com- 
prising 12 per cent, proposed medical in- 
surance under Social Security; almost as 
many people (11 per cent) suggested spe- 
cial grants for hospitals and clinics to 
care for the needy; 6 per cent proposed 
private or community charity, and 12 
per cent gave miscellaneous suggestions. 
Sixteen per cent said they didn’t know 
what should be done. 


Cause for Erroneous Interpretation 


The divergency of opinion obtained 
from such surveys as those described 
above cannot help but leave the reader 
in a state of some confusion as to any 
precise facts about insurance, either so 
far as its agents or the public are con- 
cerned. It is doubtless true that the pub- 
lic itself is confused and badly informed 
on many aspects of insurance, and this 
lack of knowledge is something that in- 
surance companies will have to overcome 
by every possible means. 

Another important factor is that many 
of these surveys have not been utilized 
to their full extent. A large number were 
made by outside survey organizations 
which, although they did a splendid job 
of scientific sampling and tabulation of 
results, did not understand some of the 
problems peculiar to insurance and were 
unable to give them proper interpreta- 
tion. It is essential that all surveys con- 
ducted in this very specialized field 
should be planned and executed in close 


collaboration with insurance men, and 
even more important that the results ob- 
tained should be interpreted by insur- 
ance experts who understand exactly 
what is involved. 


Market RESEARCH 


Little research has been done on the 
subject of potential insurance markets. 
The few surveys made may be classified 
according to: (1) consumer opinion on 
coverage they intend to buy; (2) agents’ 
opinion as to coverages they believe will 
be sold; and (3) estimates of insurable 
risks which are not covered. 

As to consumer opinion on coverage, a 
survey was made of small home owners, 
52 per cent of whom intended to take 
out some form of casualty insurance on 
their homes. Another survey made of a 
small community in California discov- 
ered that roughly 50 per cent of the fam- 
ilies took out additional fire insurance, 20 
per cent, additional life insurance, and 17 
per cent, additional casualty insurance, 
over and above their initial purchases. 

A survey of agents’ opinion of insur- 
ance markets was made in the late war 
years by one of the larger companies. 
According to that study, the majority of 
agents believed their best potential mar- 
kets for casualty insurance would be in 
the automobile comprehensive lines and 
in windstorm, automobile collision, and 
use and occupancy insurance. 

Among statistical estimates made of 
insurable risks, one showed that in 1938 
the market in New York City for fire in- 
surance on homes was 60 per cent cov- 
ered; for furnishings, 18 per cent; for pas- 
senger automobiles, 20 per cent; and for 
health and accident needs, 13 per cent. 


CENTRALIZED RESEARCH 
DEPARTMENTS 


In certain branches, insurance has 
used centralized research for a long time. 
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Such organizations as the Life Insurance 
Agency Management Association (for- 
merly the Life Insurance Sales Research 
Bureau), the Underwriters Laboratories, 
Inc., and the National Conservation 
Bureau, a division of the Association of 
Casualty and Surety Executives, have 
been in existence for many years. In 
other branches, centralized research is 
just developing. In such cases the only 
over-all statistical data available have 
been conapiled in the past by organiza- 
tions responsible for certain insurance 
trade publications. While these data are 
indispensable, they are very far from 
adequate. 

To mention only one example of the 
difficulty of obtaining basic information, 
Many kinds of insurance are required by 
state law. In workmen’s compensation, 
even the amount of insurance to be paid 
is prescribed by state law. Of the 47 
states having compensation laws, hardly 
any two are identical, either in their pro- 
visions or in their definition of terms; 
some do not make their records accessi- 
ble, and in others, the data are scanty, 
inaccurate and, in some cases, all but 
non-existent. Obviously the task of find- 
ing bases of measurement under such 
circumstances is not an easy one. 


The Research Division of the Association 
of Casualty and Surety Executives 


Since its establishment three years 
ago, this Division has tried to make its 
contribution toward insurance research. 
It has completed a major study on work- 
men’s compensation, published this 
year in a fully documented book, Work- 
men’s Compensation Insurance: Monop- 
oly—or Free Competition? This study, 
based primarily on original research, de- 
scribes the activities of private insurance 
companies and monopolistic state funds 
in workmen’s compensation, particularly 


in the fields of accident prevention and 
medical and rehabilitation services, with 
many case studies taken from company 
files. 

Another major project has concerned 
employment opportunities in casualty 
and surety insurance, describing in sim- 
ple language the functions of the dif- 
ferent branches in insurance and the 
operations of the various departments 
as well as the qualifications necessary 
for a successful career in the several 
fields of the business. That this booklet, 
published under the title, ““A Career For 
You,” has fulfilled its purpose is indi- 
cated by the steady stream of requests 
being received daily from all over the 
world. 

In addition, the Division has prepared 
numerous special reports for use by the 
Association’s member companies. All 
these studies, while strictly impartial 
and unbiased, undertake to offer practi- 
cal solutions to current and, more impor- 
tant, to coming problems. The division 
has outlined an enlarged and extensive 
program for the future, touching upon 
the important phases of insurance com- 
pany management and service. 


CoNCLUSION 


Research is a very broad field, and the 
insurance industry is complicated, spe- 
cialized, and many-faceted. So brief an 
article on insurance research is therefore 
bound to be full of gaps and loopholes. 
Moreover—at least so far as insurance 
marketing research is concerned—the 
gaps and loopholes exist of themselves, 
since this field is little explored at the 
present time, primarily because of com- 
plete lack of basic information. It is 
doubtful whether any other business of 
comparable size and importance offers as 
wide and challenging opportunities for 
impartial, scientific research. 








INTERSTATE TAX BARRIERS TO 
MARKETING* 


ROBERT S. HOLZMAN 
Schenley Distillers Corporation 


Eprror’s Note: The author, who is head of the Tax 
Department of Schenley Distillers Corporation and Lec- 
turer in Corporate Finance, New York University Gradu- 
ate School of Business Administration, discusses specific 
examples of interstate tax barriers and suggests a number 
of practical steps for coping with the situation. 


HE subject of interstate tax barriers 
pipes marketing is a very important 
one, for if there had been no interstate 
tax barriers, there might never have been 
a United States of America. As we know 
during and after the Revolutionary War, 
the colonies operated under the vague 
and loose arrangement called the Ar- 
ticles of Confederation. Every state 
could and, in fact, did tax any shipment 
that passed through it or through its 
contiguous waters. It became prohibi- 
tively expensive to ship anything that 
had to pass plural states; river commerce 
was effectively throttled. 

To discuss reforms of the vexatious re- 
strictions placed upon interstate com- 
merce by the states, desperate merchants 
called what is known as the Annapolis 
Convention in 1796. Actually this con- 
vention did nothing in itself, but it ad- 
journed with a recommendation that a 
larger convention be held in Philadelphia 
the following May. As everyone knows, 
the Constitution of the United States 
was the result of this Philadelphia con- 
vention. 

Article I, Section 8 of the Constitution 
declares that “Congress shall have 
power... to regulate commerce... 
among the several States. ...” But the 
Constitution says nothing about what is 
meant by a “regulation” of interstate 


* Based upon an address before the American Mar- 
keting Association. 
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commerce, and the United States Su- 
preme Court has not passed on the taxa- 
bility of every type of transaction under 
every state law. For many years after the 
adoption of the Constitution, the magic 
phrase “interstate commerce” was 
enough to insure the non-taxability of 
shipments that crossed state lines. 

The so-called Commerce Clause of 
the Constitution has caused lawyers and 
businessmen much trouble. Does the 
Federal power to regulate commerce 
among the states imply the power to see 
that the states cannot tax interstate 
commerce unmercifully? If one remem- 
bers that the Constitution was born out 
of the desire to permit the free flow of in- 
terstate commerce, it will be apparent 
that nothing was said about interstate 
commerce being free from taxation. It is 
only when interstate commerce is penal- 
ized because it is interstate commerce 
that the state law tax must fall. 

It came to be realized that a state tax 
law was not necessarily a regulation of 
interstate commerce; and, in one of his 
famous opinions, Mr. Justice Holmes de- 
clared: “It once being admitted, as of 
course it must be, that not every law 
that affects commerce among the States 
is a regulation of it in a constitutional 
sense, nice distinctions are to be ex- 
pected.” The distinctions are so nice, in 
fact, that the only satisfactory books on 
the Commerce Clause are printed in 
loose-leaf form. 


SoME PRACTICAL ASPECTS 


Suppose that a merchant in State A 
wishes to sell to customers in State B. 
May he merely ship his goods and let it 
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go at that? The answer is a definite 
“No!” The authorities in State B wish to 
protect the interests of their own citizens 
and they are looking for new sources of 
tax revenue. Perhaps State B can do 
nothing about this shipment, but it will 
try; and here is where the concept of 
“doing business” comes in. 

Whether an enterprise is doing busi- 
ness in a foreign state as opposed to car- 
rying on interstate commerce is far more 
than a tax question alone. The vendor 
expects to be paid for his merchandise by 
the purchaser in a foreign state. But if, 
under the laws of the other state, he is 
deemed to be doing business there, and if 
he has nevertheless failed to register or 
qualify as a foreign corporation, the 
courts of that state will be closed to him. 
He cannot sue to collect his bill. Under 
certain circumstances, goods already 
shipped into that state will be subject to 
confiscation. And there may be penalties 
imposed against anything he happens to 
own in that state. 

But if this vendor decides to qualify or 
register in that foreign state, so that he 
can sell his merchandise there, it becomes 
a tax question again. Taxing authorities 
differ, but the general pattern is plain. In 
each foreign state where one is qualified, 
he will have to pay qualification fees, file 
annual reports, pay state income or 
franchise taxes or both, perhaps submit 
sales or gross receipts taxes or both. 

If there is nothing to base a tax on, he 
will have to file reports anyway; and he 
will have to be prepared to prove that he 
does not have anything taxable. The 
technique may be something like this. An 
examiner from State B will go to the 
treasurer of X Corporation and say, 
“You are registered in my state. You 
have reported only $1,000 of taxable sales 
there.” The treasurer may reply, “But 
we had only one sale in your state. You 
can’t prove otherwise.” The tax auditor 


will answer, “There’s Moody’s Manual 
on your table. It says your company had 
$200,000 in sales last year. I’m going to 

tax you on the full $200,000—unless you 
can prove that your sales were not in my 
state.” 

Perhaps this technique will not stand 
up in the courts. But it has been used. It 
is a fine basis for a compromise whereby 
State B will get far more revenue than it 
is entitled to get. And it is very expensive 
to the business, whether in taxes or in the 
cost of accounting analyses. 


PENALTIES ON INTERSTATE 
BusINESS 


A state can make it very difficult for a 
foreign enterprise to do business within 
its borders. For example, a company in 
California might wish to do business in 
New York, all the books of account being 
kept at the main office in San Francisco. 
New York will say, “You must keep 
your books here for examination if you 
want to do business here; but as a special 
favor, we'll let you keep the books in 
California if you agree to pay all ex- 
penses of our New York auditors who 
have to go to California to check the rec- 
ords.” The California businessman may 
compare the transportation and other 
costs of the auditors with his expected 
profits from New York business and de- 
cide that he doesn’t really want to do 
business in the Empire State after all. 

The enterprise doing an interstate 
business may be penalized in other ways. 
The New York City Gross Receipts Tax, 
for example, recognizes that sales are 
taxable, non-taxable, or allocable; by 
“allocable,” the city concedes that cer- 
tain sales are in interstate commerce, 
and the proportion of such sales that the 
city may tax is determined by mathe- 
matical formula. But when the taxpayer 
has allocable sales, the city requires that 
at least one-third of such sales be taxed, 
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even though the admittedly proper 
mathematical figure is only 20 per cent, 
or even one per cent. There is absolutely 
no equity here; but the taxpayer does 
not help draft the rules of the game. 

The foreign corporation may be pe- 
nalized by having to pay a higher tax rate 
than the domestic one. South Carolina 
has an annual license tax of 2 mills per 
dollar of paid-in capital stock for domes- 
tic corporations, but foreign corporations 
pay 2 mills per dollar on the value of the 
property used in business within the state. 
The foreign corporation may have the 
same amount of capital as a domestic cor- 
poration, but its tax may be much 
higher, even if the domestic corporation 
actually has far more property in the 
state. Or the foreign corporation may be 
barred entirely by special legislation; for 
example, a state may regulate the admis- 
sion of liquor companies, not under a 
taxing statute, but under the police 
power. 

Unless it engages local counsel, a for- 
eign corporation and its own highly com- 
petent tax advisers cannot hope to com- 
pete with local businesses on an equal 
tax plane. Take the New York City Sales 
Tax, for example. If one has not had 
considerable experience dealing with the 
City Department of Revenue, he will not 
know that the city has tax regulations 
which are not published as yet, but 
which the examiners are using in their 
audits. He will not know that the city 
will make special rulings for various 
groups or trade associations to provide 
some measure of relief from hardships 
that the regulations create. For example, 
he will not know that in the case of assess- 
ments, he will be permitted to include in 
the letter of settlement a clause provid- 
ing for a refund if a specified questiona- 
ble point is subsequently decided ad- 
versely to the City. Yet local business- 
men, if competently advised, wi// know 


this; and in any highly competitive mar- 
ket, the business that can get by with the 
lowest tax bill will be the company that 
can undersell the field. 

There is another reason why inter- 
state tax cases have been so generally 
adverse to the taxpayer, particularly in 
recent years. If the taxpayer was in the 
95 per cent excess profits tax bracket, or 
85.5 per cent, or whatever his own figure 
may have been, he would say, “Suppose 
my state tax bill is going up. Fred Vinson 
is paying virtually all of it.” Hence, liti- 
gation was not pursued so aggressively as 
ordinarily it might have been, nor were 
the most heroic efforts made to have new 
legislation or amendatory regulations 
softened in a realistic manner. Now that 
the excess profits tax is gone, the busi- 
ness man himself and not the Govern- 
ment is going to pay the bulk of the state 
tax bill. 


THE INTERSTATE TAX TANGLE 


Recent interstate tax cases have hit 
the taxpayer very hard. Once upon a 
time it was enough to say that a trans- 
action was in interstate commerce and 
every state taxing authority was afraid 
to touch it. Now the pendulum has 
swung too far in the other direction, and 
every possible state is groping for its tax 
on interstate sales—in different ways, 
perhaps, but on the same transaction. 

A Massachusetts corporation with an 
office in New York may have merchan- 
dise stored in a public warehouse in In- 
diana; the merchandise is picked up by a 
Wisconsin customer’s truck; the sales- 
man who solicited the order for home- 
office approval and acceptance happened 
to work out of a sales office in Minnesota. 
The corporation, let us assume, was 
qualified to do business in all of these 
states. Each of the states would claim the 
sale was subject to its income tax law, 
and under a different theory: Massachu- 
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setts, because the order was accepted 
there; New York, because the merchan- 
dise was shipped from a point outside the 
state where the taxpayer maintained no 
permanent and continuous place of busi- 
ness; Indiana, because there was a physi- 
cal transfer of possession within the 
state; Wisconsin, because there was a 
sale to a customer in that state; and 
Minnesota, because there was a sale that 
was solicited by a salesman working out 
of that state. Conceivably, the com- 
pany’s sales could have been taxed to the 
extent of 500 per cent. 

And that is not all. Indiana may assess 
a personal property tax against this 
merchandise, and, depending upon the 
circumstances, several of the other states 
might tax as intangible personal prop- 
erty the accounts receivable arising 
from this transaction. Under a recent de- 
cision, an intangible such as a receivable 
may have a situs for tax purposes in 
more than one state. If the merchandise 
was one of a number of types, there 
would also be excise taxes to pay in one 
or probably more of the states. Various 
local authorities may be able to collect 
gross receipts taxes on the transaction; 
and if the merchandise is not intended 
for resale, there will be some sales taxes 
to pay. 

This situation is more vexatious than 
any that brought about the Annapolis 
Convention. It is certainly a most effec- 
tive barrier to interstate commerce. And 
the courts of late consistently have been 
asserting that the Commerce Clause is 
not being violated by these measures. 
Most of the elements of the transaction 
just outlined have been upheld by the 
Supreme Court. It has been ruled, for 
example, that Indiana’s tax on customer 
pick-ups was not placing a burden upon 
interstate commerce; but when taken in 
conjunction with the actions of Massa- 
chusetts, New York, etc., the burden is 


both excessive and inequitable. Unfor- 
tunately, the Supreme Court does not 
rule on whether a// of the taxes that arise 
out of a single transaction violate the 
Constitutional restrictions as to regula- 
tion of interstate commerce by the states; 
the Court merely rules on each specific 
tax as a separate entity, which unfortu- 
nately it is not. 

Most of the state income tax laws pro- 
vide for the so-called Massachusetts 
formula. This is, total net income is the 
starting point, and to this is applied the 
average of three ratios: wages within the 
state to total wages, property within the 
state to total property, and sales or gross 
receipts within the state to total sales or 
gross receipts. There is no particular dif- 
ficulty in ascertaining the wage factor, 
except for persons who work concur- 
rently in several states. The property 
factor may be difficult to ascertain, for 
several reasons: (1) should property be 
valued at cost, present market value, re- 
placement, or ceiling figures?; (2) to 
what state is in-transit merchandise to 
be assigned?; (3) what state or states 
may claim intangible property, which, of 
course, does not have physical location 
anywhere? It is the sales or receipts fac- 
tor which presents the greatest difficulty, 
for the reasons mentioned in the multi- 
state example. 


Loca. TAXES 


The states generally go after their own 
revenue, but many of the cities require 
the seller to collect the tax from the 
buyer, for transmission to the city. This 
may be in the form of a sales tax, where 
the seller comes within the taxing author- 
ity of the local government concerned. 
Positively humiliating is the requirement 
that the seller must collect a use tax, 
where the seller is not even within the 
local government’s taxing authority. The 
uninitiated will understand the use tax 
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better by thinking of its customarily 
complete title: compensating use tax. 

To illustrate, New York City passed a 
2 per cent sales tax, covering all but cer- 
tain exempted articles that were sold 
within the city. Almost immediately the 
New York City merchants objected; a 
New York City buyer who wanted an au- 
tomobile or a diamond ring would merely 
go outside of the city, make his purchase, 
and bring back the article, which cost 
him 2 per cent less than it would have 
cost had the sale been made by a New 
York City merchant. So the compensat- 
ing use tax was passed: buyers must pay 
directly to the city a use tax of the same 
amount that they would have paid the 
seller as sales tax, had the sale been made 
within the city. 

If a person buys something that must 
be registered, such as an automobile, the 
city will see to it that he does not forget 
to pay the use tax: the records of the 
State Motor Vehicle Bureau are care- 
fully scanned for this very purpose. If he 
buys items that need not be registered, 
such as jewelry, luggage, clothing, etc., 
he is required by law to pay the use tax 
to the city himself. (Somebody actually 
did pay this tax voluntarily on one oc- 
casion.) 


A recent interstate tax development is 
the third party doctrine, or some varia- 
tion of this. Under the New York State 
Franchise Tax Law, for example, the 
state will claim all sales arising from in- 
ventories that were in New York at the 
time of receipt of the order. No one will 
object to that. But then the state law 
says, in effect: “We also claim all sales 
from inventories that were not in New 
York at the time of receipt of the order, 
but which were outside the state at loca- 
tions where you maintain no permanent 
or continuous place of business.” 

In other words, the merchant is in 


New York, but he stores merchandise in 
a public warehouse in Connecticut. If he 
makes a sale to a customer in Massachu- 
setts and ships his merchandise from 
Connecticut to Massachusetts to fill the 
order, New York will claim the sale, 
even though the merchandise was never 
in the state. New Jersey’s brand-new 
franchise tax law seeks to do the same 
thing. 

The New York City Gross Receipts 
Tax went even further: If a New York 
City vendor ordered merchandise from 
an out-of-town third party to make or 
complete a sale, the shipment was 
deemed to originate in the City of New 
York. Commission merchants in New 
York City were thus obliged to report all 
of their sales as New York sales; and 
even if the merchandise never entered 
the city or state, the best the commis- 
sion merchant could hope to do would be 
to have the sales allocated partially to 
New York by a mathematical formula. 


RECENT TRENDS 


The general trend of recent court deci- 
sions is toward a liberal interpretation 
of what a state or city may do without 
violating the commerce-regulating clause 
of the Constitution. Certain general 
statements seem clear: 


1. State taxes which do not discriminate 
against interstate commerce are not in- 
valid, even though they are frankly 
levied against shipments in interstate 
commerce! (although sales taxes are not 
applicable where the seller is obliged to 
make actual physical delivery of the 
goods sold from a point in the taxing 
state to a point outside that state).? 

2. Sales taxes are applicable if the seller is 
under the jurisdiction of the local taxing 
authority and if he causes merchandise 
to be brought into the taxing jurisdic- 


1 Southern Ry. v. Watts, 260 U.S. 519 (1923). 
2 N.Y.C. Sales Tax Regulations, Article 98. 
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tion to effect transfer of title or posses- 
sion thereto.’ 

. A sales tax is valid on any transaction 
which might become subject to a use 
tax in the state of destination, provided 
the seller does business in that state.‘ 

. Where an order was solicited in New 
York and was accepted by the home 
office in Massachusetts, from which 
state delivery was made (at the New 
York buyer’s expense for freight), the 
transaction could be taxed in New 
York.5 

. Where a New Jersey seller made ship- 
ments from New Jersey stock in com- 
pliance with a telephone order from a 
New York customer, New York could 
tax the transaction if the seller main- 
tained a New York sales office.® 

. Where a Missouri corporation main- 
tained resident agents in the state of 
Washington to solicit orders for home 
office approval and filling over a period 
of years, resulting in a continuous flow 
inte Washington by means of inter- 
state commerce carriers, the Missouri 
corporation was deemed to be doing 


business in Washington.’? It may be 
profitable to quote from the Chief Jus- 
tice’s opinion in this case: 


“ 


... ‘Presence’ in the state never has been 
doubted when the activities of the corporation 
there have not only been continuous and sys- 
tematic, but also give rise to the liabilities sued 
on, even though no consent to be sued or au- 
thorization of an agent to accept service of 
process has been given.... Conversely it has 
been generally recognized that the casual pres- 
ence of the corporate agent or even his conduct of 
single or isolated items of activities in a state in 
the corporation’s behalf are not enough to sub- 
ject it to suit on causes of action unconnected 
with the activities there... .” 


* McGoldrick v. Berwind-White Coal Mining Co., 
309 U.S. 33 (1940). 

* Nelson et al. v. Sears, Roebuck & Co., 312 U.S. 359 
(1941). 

5 McGoldrick v. A. H. Du Grenier, Inc., 309 U.S. 70 
(1940). 

® Fagels “‘A Fuel Corporation’? v. McGoldrick, 309 
U.S. 695 (1940). 

7 International Shoe Co. v. State of Washington, 326 
U.S. 310 (1945). 


7. Astate may tax sales from points with- 
out the state if made to customers 
within the state through a sales office 
within the state.® 


PRACTICAL STEPS TO BE TAKEN 


What can be done about the situation 
set forth in the foregoing pages? There is 
no single answer, because the tax bur- 
dens on interstate commerce are many, 
and each one must be considered sepa- 
rately. Certain general observations may 
be made, however, on specific phases of 
this subject. 

First, consideration should be given 
to the elimination of sales offices wher- 
ever possible. Indiana has successfully 
taxed interstate sales to customers in 
that state simply because they were 
processed by sales offices there. It is now 
trying to tax sales to its inhabitants 
merely because a vendor maintained a 
sales office in the state, regardless of 
whether the sales office there has any 
knowledge that orders were being sent 
by customers directly to the main office 
outside the state. 

Furthermore, Minnesota is now trying 
to tax sales in other states if the order 
was sent through a Minnesota office, 
even though the merchandise was at no 
time in that state, or indeed even if the 
order was not accepted there. If the ex- 
istence of a branch office can create a tax 
liability despite the fact that orders were 
accepted and filled from without the 
state, all of the sales offices that can be 
eliminated should be discontinued. 

Second, endeavor to set up a separate 
accounting record for each state that has 
an income tax. In a highly complex cor- 
porate set-up this may not be possible, 
and it may not always be desirable under 
any circumstances. But if a separate ac- 


8 International Harvester Co. v. Dept. of Treasury of 
the State of Indiana, 322 U.S. 340 (1944). 
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counting system can be set up, the state 
will probably allow the taxpayer to dis- 
regard the statutory allocation formula. 
An obvious word of caution, however, is 
to compare the tax cost of a separate ac- 
counting system with that of the statu- 
tory formula; the separate system may 
not be desirable after all. 

Third, if there are several companies 
in a group, consider whether to file a con- 
solidated return. Most states will permit 
this; some will even insist upon it. If 
there are any deficit companies in the 
group, if there are substantial intercom- 
pany profits, or if the consolidated allo- 
cation factor is sufficiently low so that, 
when applied to consolidated income, the 
tax bill will be less than on an individual 
company basis, consider this possibility. 

Next, if the law is silent as to who shall 
pay the tax, provide by contract that it 
will be up to the other person. Thus, In- 
diana does not care who pays the tax, 
and the vendor could pass it on to the 
vendee—if he will pay it. Other taxes, 
such as the New York City Sales Tax, 
must be borne by the buyer, even though 
the seller would be glad to pay it to get 
the business. 

Next, consider on a broad basis 
whether the firm is doing business in a 
given jurisdiction so as to be amenable to 
its laws. There are all sorts of rulings to 
the effect that performing such-and-such 
is not doing business, or that owing so- 
and-so is not doing business. However, 
any one of these harmless acts, however 
innocent in itself, may subject a com- 
pany to qualification if done in conjunc- 
tion with other acts. In general, the 
maintenance of a bank account, the leas- 
ing of an office, or the performing of an 
isolated piece of casual trade will not 
constitute doing business. 

Where a corporation with substantial 
capital and surplus wishes to do business 


in a state that has a high tax on net 
worth, it may be well to create a small 
subsidiary with low capital to do busi- 
ness in that state; for the tax on 100 per 
cent of its capital may be less than the 
tax on, say 5.6 per cent of the parent’s 
capital after an allocation for interstate 
factors. 

If the firm is selling to customers in 
another state, the customer’s truck 
should not be permitted to pick up the 
merchandise in the first state, or the firm 
will be obliged to report the sale as fully 
taxable instead of being exempt or, as 
being partially taxable as being in inter- 
state commerce. 

Maintain permanent places of busi- 
ness at points from which merchandise 
is to be shipped. For New York and New 
Jersey purposes, shipments from such 
stocks will be taxable if they are not 
permanent and continuous places of 
business. Consequently it may be cheaper 
to qualify in the other states and perhaps 
hire an employee or so there, rather than 
to have New York or New Jersey tax 
these transactions. 

For the special New York City taxes a 
few suggestions may be made. Even 
though the firm is selling to an out-of- 
town buyer, it should have him sign a 
resale certificate; the examiner may be 
hard to convince. Next, in buying sup- 
plies, some of which will go to out-of- 
town branches, the local vendor should 
not ship them to the firm in New York 
for transshipment or temporary storage; 
the vendor should ship directly to the 
out-of-state location. If a supplier 
charges the firm sales tax on held-by- 
vendor items on which he has received no 
shipping instructions, the firm should be 
sure to file a refund claim if this mer- 
chandise is later shipped outside the city, 
within a year. If any of this held-by- 
vendor stock becomes obsolete, the ven- 
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dor should be directed to ship it outside 
the city to be destroyed; then the firm 
will at least recover the sales tax. 

As to destruction of stock, an actual 
case is the following. Under the New 
York City Use Tax Law, a business that 
buys tangible personal property and 
then uses this property itself (as for sam- 
ples, etc.) must pay the use tax. A cer- 
tain business sustained a fire, which de- 
stroyed its entire stock. The City tried to 


collect the use tax, on the theory that the 
business had used or consumed the mer- 
chandise. This action failed, so the City 
tried to collect sales tax, on the theory 
that the business had purchased mer- 
chandise which was not disposed of for 
resale purposes. That attempt also failed. 
But this was one of the few cases involv- 
ing sales, gross receipts, or state income 
tax, won by a taxpayer in recent years. 








PIONEERS IN THE DEVELOPMENT OF 
ADVERTISING 


FRANK G. COOLSEN 
Rensselaer Polytechnic Institute 


Epiror’s Note: The author contributes valuable back- 
ground on the development of advertising up to 19/0. 


monc the writers of early books on ad- 
A vertising we find copy-writers, 
agents, advertising managers, editors of 
periodicals, collegiate teachers of psy- 
chology, and authors of correspondence 
school textbooks. Each made significant 
contributions and drew help from the 
others. 

Before 1895, little effort was devoted 
to the serious study of the problems or 
principles of advertising. About that 
time, a number of talented business and 
academic men became actively engaged 
in developing more scientific and effec- 
tive advertising procedures. They wrote 
books and articles to publicize their ef- 
forts. By 1910, an impressive body of ad- 
vertising facts and principles had been 
discovered and classified. 

Publication records indicate that fewer 
than 10 books on the technique of adver- 
tising were in print fifty years ago. Four 
books were written between 1895 and 
1900. During the next 10 years, at least 

75 volumes on advertising were pub- 
lished,! and these books were especially 
rich in original ideas. 

It is the purpose of this article to sum- 
marize and evaluate the contributions of 
some of the outstanding pioneer writers 
of advertising literature. Only books 
written before 1910 have been consid- 
ered. If any early volumes containing sig- 
nificant original work have been over- 


1 These data on the publication of books on adver- 
tising were developed from a study of successive issues 
of The American Catalogue, 1876-1905, and The United 
States Catalog, 1912. 
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looked, the author hopes that readers of 
this article will kindly bring them to his 
attention. 

These pioneer advertising writers fall 
into three distinct groups—advertising 
practitioners, academic psychologists, 
and correspondence textbook authors. 
Copy writers and agents first wrote down 
principles which had been developed and 
verified empirically. Academic psycholo- 
gists provided the application of an ob- 
jective approach. Advertising practition- 
ers and the psychologists pooled their 
efforts to make the practice of advertis- 
ing more scientific. Meanwhile, the au- 
thors of correspondence school textbooks 
were doing the important job of assem- 
bling and classifying practical advertis- 
ing knowledge. 


ADVERTISING PRACTITIONERS 


The first modern advertising literature 
consisted of comments in general busi- 
ness books and discussions in periodicals 
and newspapers. One early reference was 
included in Edwin T. Freeedley’s Prac- 
tical Treatise on Business, which ap- 
peared in 1852. A later book by this same 
author (Common Sense in Business, 
1878) urged the advertiser to consider 
quality of media circulation and to con- 
sult an advertising agent. 

Between 1865 and 1870, George P. 
Rowell, an early agent who originated 
many advertising reforms, published the 
Advertiser’s Gazette. Matters pertaining 
to selection of media and techniques of 
advertising were discussed in this peri- 
odical. The Gazette became the American 
Newspaper Reporter about 1870, but 
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passed out of existence a few years later. 

For more than a decade, Rowell had 
no house organ to voice his views. On 
July 15, 1888, he started Printers’ Ink. 
Its first issue attracted widespread inter- 
est. Many business men of the time ac- 
knowledged the need for serious discus- 
sion of advertising techniques and prob- 
lems. Other advertising agents soon imi- 
tated Rowell by publishing house organs 
of their own to attract business and pro- 
mote the effective use of advertising. 

There were at least three complete vol- 
umes written on the subject of advertis- 
ing before 1890. 4 History of Advertis- 
ing, by Henry Sampson, appeared in 
England in 1875. It contained many in- 
teresting examples of early advertising. 
Another descriptive volume, entitled 
Quaint and Curious Advertisements, by 
H. M. Brooks, was published in this 
country in 1886. Finally, a book devoted 
entirely to advertising counsel was writ- 
ten by Nathaniel C. Fowler, Jr. It ap- 
peared in 1889, and was entitled About 
Advertising and Printing. 

Nathaniel C. Fowler, Jr., was a dis- 
ciple of John E. Powers, who effectively 
demonstrated in the 60’s and 70’s that 
“honesty in advertising pays.” Fowler 
followed in Powers’ footsteps as a profes- 
sional copywriter. His first book (About 
Advertising and Printing) must have 
been profitable as personal publicity, 
because in 1892 he published another, 
entitled Building Business. This was 
followed in 1897 by Fowler’s Publicity, 
a volume of 1,016 pages, stuffed with 
suggestions and advice on copy, media, 
and typography. Fowler devoted much 
space to spreading the gospel of honesty 
in advertising and to the doctrine that 
advertising copy should be short, 
pointed, and original. 


* George P. Rowell, Forty Years an Advertising Agent 
(New York, 1906). 


The same approach was taken in the 
work of Charles Austin Bates. His first 
book appeared in 1896 as Good Advertis- 
ing..In 1902 he published an encyclope- 
dia, The Art and Literature of Advertis- 
ing, in six volumes. Practical advice for 
the advertiser and many concrete ex- 
amples were included in the books writ- 
ten by Fowler and Bates. 

J. Angus MacDonald was a specialist 
in the writing of copy for department 
stores. He wrote a book in 1902 entitled 
Successful Advertising—How to Accom- 
plish It. MacDonald recognized the need 
for the application of principles of psy- 
chology. Writers of advertising copy 
were advised to adopt the reader’s point 
of view. Several methods of testing retail 
copy and media, and the controls neces- 
sary to obtain accurate results, were 
explained. 

Pioneer professional copy-writers were 
the advertising “experts” of their time. 
The early agencies did no more than act 
as brokers of space between publishers 
and advertisers. During the 1890’s, how- 
ever, agents started to provide copy and 
art services for their clients. As services 
were expanded, agents gradually re- 
placed professional copy-writers as ad- 
vertising authorities. 

Ernest Elmo Calkins and Ralph Hol- 
den, who operated an agency in New 
York City, wrote a book in 1905 entitled 
Modern Advertising. It included a dis- 
cussion of national advertising campaign 
procedure. Calkins and Holden pointed 
out that all details of a campaign, in- 
cluding media and copy, should be fitted 
to the product and its market. 

Modern Advertising included refer- 
ences to significant pioneer developments 
in market research and analysis. The 
work of George B. Waldron, who was 
then doing quantitative research for 
Mahin’s Advertising Agency, was men- 
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tioned.® Several qualitative market sur- 
veys which were conducted by Thomas 
Balmer, advertising manager of Butte- 
rick Publications, were described in de- 
tail. Examples of questionnaires and 
tabulated survey data were included in 
the text. Practical illustrations of how 
to test copy by the inquiry method were 
given. 

Some early contributions to the de- 
velopment of marketing principles were 
contained in this volume by Calkins and 
Holden. Under the subject of ‘“‘Channels 
of Trade,” various alternate methods of 
distribution were described and dia- 
grammed. The market ng economies of 
product standardization were discussed, 
as well as the advantages of chain store 
operation. 

In 1906, George P. Rowell gathered 
together a series of autobiographical ar- 
ticles, which had appeared in Printers’ 
Ink, and published them in a book en- 
titled Forty Years An Advertising Agent. 
Many of Rowell’s original ideas and 
much of his philosophy, which had an 
important influence on the development 
of modern advertising, were discussed 
along with the personal reminiscences 
included in this volume. 

Truman A. DeWeese, who was for 
many years the advertising manager for 
The Natural Food Company, the origi- 
nators of “Shredded Wheat,” published 
in 1906 The Principles of Practical Pub- 
licity. He criticized the agencies and 
suggested that an agent should have 
only a few non-competing accounts and 
devote major effort to securing the 
maximum advertising results for each 
client. DeWeese was apparently the first 
writer to use the term “copy.” He ex- 
plained that the term was first used by 
printers to refer to the text which is put 


* Waldron developed a series of 16 articles, using 
1900 census figures, which appeared in Mahin’s Maga- 
zine, starting with the issue of May, 1902. 


into advertising space. He recommended 
that the “human interest idea” should 
pervade copy which appears in daily 
newspapers and that, whenever possible, 
newspaper copy should “tie-in” with a 
news event. DeWeese also discussed the 
use of “reason-why” copy. His “bull’s 
eye” copy principle was to “hammer 
ome one proposition at a time.” 

Some of the same ideas were expressed 
by E. St. Elmo Lewis in his book on 
Financial Advertising, published in 1908. 
Lewis was at one time advertising mana- 
ger for the National Cash Register Com- 
pany and in 1908 was with the Bur- 
roughs Adding Machine Company. He 
included in his book many practical 
suggestions for preparation and man- 
agement of financial advertising. Lewis 
developed his discussion of copy prin- 
ciples on the formula that good copy 
should attract attention, awaken inter- 
est, and create conviction. Along with 
DeWeese, he emphasized the importance 
of adapting copy to media. 

George French, who was the editor 
of a journal called Profitable Advertising, 
wrote The Art and Science of Advertising 
in 1908. This book contained an inter- 
esting philosophical discussion of the 
difference between advertising and per- 
sonal selling. Its main contribution, how- 
ever, was the attention it directed to the 
importance of artistic values in adver- 
tising. 

Two books published in 1909 should 
be mentioned—The American Advertis- 
ing Manual, by Daniel Stern and the 
Advertiser's Cyclopedia of Selling Phrases, 
by William Borsodi. These volumes 
contained much practical material on 
retail advertising, but expounded no new 
advertising principles. 

The pioneer writers of advertising 
literature who were actively engaged in 
the business of advertising recorded 
what they and their contemporaries had 
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learned through experience. They con- 
tributed to the development of both 
advertising and marketing principles. 
The contributions of these pioneer ad- 
vertising writers to marketing are recog- 
nized by present leaders in the marketing 
field.‘ 

The books written by advertising 
practitioners after 1900 reflected the ap- 
plication of scientific psychological prin- 
ciples. The introduction of an analytical 
and scientific approach to advertising 
problems, however, was the contribution 
of two collegiate teachers of psychology. 


ACADEMIC PsyCHOLOGISTS 


Harlow Gale, when he was engaged 
in teaching at the University of Minne- 
sota, was probably the first academic 
psychologist to become actively inter- 
ested in the problems of advertising. 
In 1895, he sent out 200 questionnaires 
to determine businessmen’s opinions of 
the aims of advertising and the most 
effective means to attain these ends. The 
20 replies revealed widely conflicting 
opinions among advertising men con- 
cerning the proper approach to the solu- 
tion of advertising problems. 

Gale was not interested in advertising 
as a business technique, but as material 
for experimentation in the psychology 
of involuntary attention. In 1896 and 
1897, he conducted a series of experi- 
ments, using as subjects the advanced 
students in his psychology classes. 

The results of this experimentation 


‘ A survey was recently conducted by Professor Con- 
verse to determine the opinions of prominent marketing 
men regarding the importance of specific contributions 
to the developments of marketing. A considerable num- 
ber of books written by advertising practitioners were 
mentioned by the jury. These included the early books 
by Fowler, Bates, MacDonald, Calkins and Holden, 
and Stern, which have been discussed in this article— 
Paul D. Converse, “The Development of the Science 


of Marketing—An Exploratory Survey,” JouRNAL OF. 


MARKETING, July, 1945, Pp. 14 ff. 


showed the advantage of the use of rele- 
vant text and illustration over irrelevant 
material, a fact that was not fully un- 
derstood by advertisers of that day. 
Gale also tested the relative strength of 
advertising appeals. His results indi- 
cated that the best appeal a well-estab- 
lished advertiser could use was a state- 
ment of the age of his company. Appar- 
ently college students at that time were 
highly skeptical of advertisers and con- 
sidered age synonymous with virtue. 

Many academic psychologists frowned 
upon Gale’s efforts and his correspond- 
ence with businessmen gave him scant 
encouragement. In spite of professional 
criticism and business apathy, he pub- 
lished at his own expense, in 1900, a 
monograph entitled On the Psychology of 
Advertising. A few years later, Gale’s 
work was used to advantage by ‘another 
academic psychologist. 

Walter Dill Scott, who had established 
a psychological laboratory at North- 
western University in 1900, was more 
successful than Gale in convincing ad- 
vertising men that the application of 
psychological principles had practical 
value. Addressing the Agate Club of 
Chicago at its annual banquet in De- 
cember, 1901, he obtained enthusiastic 
support for the idea that something 
could be done to make the practice of 
advertising more scientific. Scott agreed 
to prepare a series of articles and to do 
experimental research on a consulting 
basis for members of the Agate Club. 

The articles written by Walter Dill 
Scott were published in Mahin’s Maga- 
zine, beginning in April, 1902 and ap- 
pearing in each monthly issue until May, 


5 The Agate Club of Chicago was a group of adver- 
tising men organized in 1894, two years before the 
formation of the Sphinx Club in New York City. 
Information concerning the incident related was ob- 
tained from Dr. Walter Dill Scott, President Emeritus 
of Northwestern University, in an interview on June 
5, 1942. 
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1904.° The first twelve of these articles 
were revised by Scott and published in 
book form in November, 1903, under the 
title, The Theory of Advertising. Addi- 
tional research and the articles which 
appeared in 1903 and 1904 were ulti- 
mately included in Scott’s book en- 
titled The Psychology of Advertising, 
published in 1908. 

Although he had purposely deleted 
the word psychology from the title of 
his first book, the fact that Scott had 
“offended” the science of psychology in 
applying its principles to advertising did 
not escape the attention of one promi- 
nent academic psychologist, who sent 
Scott a letter admonishing him to write 
no more on the subject. By 1908, Scott 
had decided to state frankly in the title 
of his second book that he was writing 
on the psychology of advertising. 

In The Theory of Advertising, Scott 
pointed out the importance of relevancy 
and sensual and emotional stimulation 
in obtaining the reader’s attention. The 
other problem he considered was induc- 
ing the desired reaction on the part of 
the reader. He encouraged advertisers 
to use a direct command in their adver- 
tisements. Scott suggested the use of the 
experimental method to pre-test an ad- 
vertisement under “controlled condi- 
tions.” 

In The Psychology of Advertising, Scott 
discussed three types of investigations 
which he had conducted. The first was 
a study of magazine reading habits, 
which consisted of random observation 
of men and women in the Chicago Public 
Library. Another of his psychological 
investigations concerned the attention- 
value of the relative size of magazine 
advertisements. In a study of newspaper 


6 Mahin’s Magazine was published to afford a me- 
dium for Scott’s articles, but it also functioned as a 
house organ for John Lee Mahin’s advertising agency 
in Chicago. 


readership, he used questionnaire and 
sampling techniques. Scott promoted 
further psychological research and raised 
many questions which Starch, Strong, 
and Hollingworth studied later. 

These applications of principles of 
psychology to advertising were used in 
the discussion of practical problems by 
practitioners who wrote advertising 
books between 1900 and igio. In the 
formulation of copy rules, such writers 
as DeWeese and Lewis adopted the psy- 
chological approach developed by Gale 
and Scott. Techniques suggested by 
Scott were used in the pioneer qualita- 
tive market surveys discussed in the 
book written by Calkins and Holden.’ 

In addition to the advertising practi- 
tioners and academic psychologists, sev- 
eral authors of correspondence school 
textbooks should be given recognition 
as important pioneer writers of adver- 
tising literature. 


CORRESPONDENCE TEXTBOOK AUTHORS 


The demand for advertising instruc- 
tion naturally increased with the wider 
use of advertising and the development 


of new techniques. Correspondence 
schools recognized the opportunity to 
sell instruction at a profit. The writers 
of correspondence textbooks classified 
and clarified practical advertising knowl- 
edge and developed new adaptations of 
accepted principles. 

Edward T. Page gave a public lecture 
series on advertising at Chicago’s Or- 
chestra Hall early in 1896. The response 
was so favorable that he decided to print 
the lectures and offer advertising in- 
struction by mail. Page then became 


™The survey conducted by Professor Converse 
(supra note 4) also revealed that prominent marketing 
men consider the books written on the psychology of 
advertising by Harlow Gale and Walter Dill Scott as 
important contributions to the development of mar- 
keting. 
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associated with Samuel T. Davis. Later, 
in 1896, they established “The Page- 
Davis School of Advertising.’”® 

In 1903, Page published a textbook, 
entitled Advertising. This short volume 
contained some excellent copy rules and 
a comprehensive classification and dis- 
cussion of media. The instruction in 
layout included consideration of the 
“component parts of an advertisement,” 
the use of a “skeleton dummy,” and the 
preparation of a “finished layout” for 
the printer. Page’s book contained a 
glossary of technical terms. 

George W. Wagenseller was the pro- 
prietor of another early correspondence 
school giving instruction exclusively in 
advertising. He was a prominent Phila- 
delphia copy-writer and published a 
book in 1902 entitled The Theory and 
Practice of Advertising. This volume was 
intended as a “teaser” to induce pro- 
spective students to purchase further 
instruction. He included a coupon “‘good 
for one dollar,” if the student would 
send in the balance in cash for the entire 
“Wagonseller Correspondence Course in 
Advertising.” The book comprised 50 
lessons, each contained on a single page. 
In spite of obvious limitations, Wagen- 
seller managed to provide some well- 
organized, practical information. He 
showed examples of how to prepare a 
copy sheet with typographical and lay- 
out instructions. 

International Correspondence Schools 
offered their first courses in advertising 
sometime between 1900 and 1903. The 
first textbooks published by this organi- 
zation were copyrighted in 1903 and 
1905. Seven comprehensive volumes on 
advertising were included in the Jnter- 
national Library of Technology, which 
appeared in 1909. S. Roland Hall wrote 
or edited most of these textbooks. He 


* This information was obtained from the present 
owners of the business. 


was in charge of International’s courses 
in advertising and salesmanship from 
1904 through 1913.° 

The textbooks written by Hall and 
his associates were intended to give the 
correspondence student a good working 
knowledge of advertising in the shortest 
possible time. To accomplish this pur- 
pose, types of advertising, advertise- 
ments, and media were clearly defined. 
The component parts of an advertise- 
ment were carefully differentiated. The 
“formula of the sales process” was ex- 
panded to five steps and used effectively 
as the structure for an orderly discussion 
of psychological factors.!° 

In these early International textbooks, 
the discussion of copy included conside- 
ration of “selling points,” the “you” 
attitude, other specific principles, and 
a description of the inquiry and sales 
area methods of copy testing. The ad- 
vantages and disadvantages, copy re- 
quirements, and technical restrictions of 
nine different classes of media were dis- 
cussed. Criteria for selection of publi- 
cations were specified and problems of 
“duplication of circulation” were con- 
sidered. Layout principles were effec- 
tively developed. The sections of the 
course devoted to typography, engrav- 
ing, illustrations, color, paper, and other 
mechanical details were generously il- 
lustrated. 

The more advanced textbooks pub- 
lished by International in 1909 included 
discussion of both marketing and ad- 
vertising problems. A section was de- 


* Four of the seven volumes on advertising in the 
International Library of Technology, published in 1909, 
are known to have been written by S. Roland Hall. 
This information was obtained from Rufus T, Strohm 
of the International Correspondence Schools. 

10 Hall distinguished five successive selling steps 
“(1) Attract favorable attention and awaken interest, 
(2) Create desire, (3) Carry conviction, (4) Inspire 
confidence, and (5) Influence the reader to buy (ac- 
tion).” International Library of Technology, “‘Adver- 
tising,” (Scranton, 1909), Volume 1, Section 1, 23. 
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voted to channels of distribution. Ad- 
vertising campaign procedure was out- 
lined in detail. “Product and market 
analysis” were recognized as the first 
steps in planning a campaign. Selection 
of an appeal, development of a “cam- 
paign idea,” and choice of a “copy ap- 
proach” were considered. Additional 
sections of the course included detailed 
information on operation of agencies and 
management of department store ad- 
vertising. 

Other comprehensive correspondence 
courses in advertising may have been 
offered before 1910. The advertising 
textbooks developed by Alexander 
Hamilton Institute and LaSalle Exten- 
sion University appeared after this 
period. 


SUMMARY AND CONCLUSIONS 


Practitioners supplied the initiative in 
the search for more effective advertising 
methods. Early “experts” before 1900 
recorded what had been learned empi- 
rically concerning copy, layout, media, 
and the management of advertising ac- 
tivities. 

The academic psychologists then en- 
tered the picture and applied an objec- 
tive approach to the solution of adver- 
tising problems. These men brought to 
the study of advertising the great truth 
that the important factor to be con- 
sidered is the reader’s reaction. They 
worked together with business men to 
make the practice of advertising more 
scientific. 

Considerable progress was made by 
advertising men between 1900 and IgIo 
in the practical use of scientific methods 
in advertising. Specific copy principles 
were developed. Pioneer work was done 


in the objective analysis of markets and 
media. 

The authors of correspondence school 
textbooks gathered up all available ad- 
vertising knowledge and carefully orga- 
nized it for instruction purposes. This, 
in itself, was a valuable service. These 
men also developed original adaptations 
of advertising concepts. 

By 1910, progressive advertising prac- 
titioners had recognized the importance 
of the analysis of human wants and the 
objective selection of advertising ap- 
peals. Copy-writers knew the value of 
adopting the reader’s point of view and 
had formulated many effective rules of 
copy structure and style. They under- 
stood the benefits of adapting their copy 
approach to product, media, and mar- 
ket. Several methods of copy and media 
testing were in use. The applicability of 
certain artistic and psychological prin- 
ciples to effective presentation of ad- 
vertisements was recognized. The essen- 
tial framework of campaign procedure 
had been formulated. The basic tech- 
niques of market analysis had been con- 
ceived. There was a realization of the 
importance of coordination of advertis- 
ing with other marketing efforts. Much 
progress had been made in the deter- 
mination of the nature and purpose of 
advertising. An objective approach had 
been introduced, but specific scientific 
techniques were yet to be developed and 
generally accepted. 

Pioneer writers of the advertising liter- 
ature which appeared before 1910 con- 
ceived and promoted the first acceptance 
of many of our current principles and 
methods. Their contributions provided 
the substance for continued progress in 
the effective use of advertising. 








WOMAN’S ROLE IN MARKET RESEARCH* 


PAULINE ARNOLD 
Market Research Company of America 


Epiror’s Note: The author contributes a point of 
view with respect to consumer research which is both inter- 
esting and valuable. 


NY executive in market research 
knows that it is no easy matter to find 
qualified people to fill jobs at the levels 
on which studies are planned and for- 
mulated. To deal efficiently with the 
heterogeneous problems that research 
organizations are every day called upon 
to solve requires something more than 
a familiarity with research techniques 
and procedures. It demands resource- 
fulness and versatility as well. It calls 
for a blend of realism and imagination 
qualitatively different from that re- 
quired in most pursuits. 

This is especially true in the field of 
consumer research, where a capacity for 
self-identification with the respondent’s 
outlook, behavior patterns, and habits 
of expression is a vital requisite. When 
it comes to sifting objectives, designing 
workable questionnaires, and evaluating 
results, the more successfully this vica- 
rious transfer of researcher into con- 
sumer is effected, the more solid and 
meaningful the approach is likely to be. 


THE WomAN RESEARCHER’S 
VANTAGE PoINT 


Now it happens that a very large 
proportion of market research is con- 
cerned with consumer goods and that 
these goods are largely designed for 
women, bought by women, and used by 
women. And it is by virtue of this fact 
that the qualified woman in market re- 
search has a specific advantage over her 
male associates, for she has her special 


* Based upon an address before the American Mar- 
keting Association. 


woman’s knowledge to bring to bear on 
these investigations. Like the women 
whose reactions she studies, she herself 
often runs a home and does her house- 
wifely chores. She does not live in a 
domestic vacuum. 

What men in the profession, one might 
ask, can have as realistic a concept of 
how a woman acts when she goes into 
a grocery store? Who else knows so well 
what questions a woman can answer 
with confidence and to what ones, with 
the best will in the world, she can only 
hazard a guess? The woman researcher, 
in her personal, every-day life, does 
many of the same things that her pro- 
fessional duties require her to ask other 
women about. In this experiential back- 
ground lies her unmatched contribution 
to her profession. Having this special 
frame of reference, she is quick to recog- 
nize how inept and unrealistic some of 
the questions are which men expect 
women to answer. 


Her Identification with Her Respondents 


It is widely considered a satisfactory 
procedure in consumer research to ring 
a housewife’s doorbell and ask her some 
such question as, “How many bars of 
toilet soap do you use in a week?” with 
the ingenuous expectation that she will 
have the correct answer at her finger- 
tips, as though she kept a set of books 
for the purpose. In actuality, of course, 
she does no such thing. She is an average 
housewife with an average memory, and 
the chances are very good that she will 
have a number of more pressing things 
on her mind. What are the probabilities 
of her answering such a question with 
accuracy? The woman researcher, who 
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has her own shopping experience to 
guide her, knows that she herself would 
be hard put to it to answer a question of 
this sort. 

Or take another case in point. When a 
man writes a questionnaire which asks, 
“What brand of lipstick do you usually 
buy?’’, he overlooks the fact that many 
women have different brands for dif- 
ferent costumes and that they buy what- 
ever brands happen to have the desired 
shades. They will probably have a num- 
ber of different brands. I myself have a 
Chanel, an Arden, a private label from 
my hairdresser, and two or three from 
the dime store. A woman engaged in 
market research would know that I 
could not answer the question of “‘usu- 
ally.” And she is likely to have the same 
discernment about most products in- 
tended for women’s use. Granted that a 
man will plan a better survey on shaving 
cream, can he be expected to bring equal 
understanding to a survey on the use of 
depilatories? 

Such considerations as these should 
be a sufficient indication that women 
are generally better qualified than men 
when it comes to designing question- 
naires to investigate the feminine and 
domestic spheres of the retail market. 
Nor is their first-hand domestic expe- 
rience any less valuable to a realistic 
interpretation of the data resulting from 
such studies. The distinct contributions 
that women can make to the advance- 
ment of market research techniques can, 
I believe, be convincingly shown by a 
few concrete examples. 


Her Realistic Approach 


Some months ago I sat in the office of 
a client with five men discussing plans 
for a product test on a dish-washing 
compound. The project called for a use 
test in which actual packages of various 
types were to be used and to be com- 


pared with each other and with the stand- 
ard dish-washing practices. The men had 
come to the meeting with their ideas all 
worked out as to the criteria that the 
housewives would apply in making their 
choices. Their plan was that we should 
check comparisons between the com- 
pound and the usual soap on these points: 


Which do you think gives suds quicker? 

Which suds last the longer? 

Which makes dish-washing easier? 

Which makes rinsing of dishes easier? 

With which product can you wash dishes 
faster? 

Which gets dishes cleaner? 

Which dissolves grease and sticky parti- 
cles easier? 

Which gives dishes and glassware more 
sparkle? 

With which product did you find the wip- 
ing of dishes easier? 

Which seems better for your hands? 


These criteria had obviously emanated 
from the laboratory. Scientifically they 
were very good criteria. The two ques- 
tions on suds are a measurement which 
a woman is accustomed to making. She 
is also accustomed to the problem of 
dissolving grease, and she knows the 
after-effect of soap on her hands. But 
I do not believe that there is one woman 
out of 100 who does or can judge her 
dish-washing soap on the basis of wheth- 
er it makes the rinsing of dishes easier, 
whether it gives dishes and glassware 
more sparkle, whether it makes the wip- 
ing of dishes easier, or even, possibly, 
whether it gets dishes cleaner. These are 
criteria that she does not normally use 
in making her choices. 

The men knew all about the theory of 
dish-washing, and they knew the labo- 
ratory requirements of a good formula. 
But if they tried to make a woman de- 
cide between the two products on the 
basis of indistinguishable and artificial 
criteria rather than in her normal ways 
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of judging the attributes of a product, 
they were bound to obtain unreliable 
results. Fortunately for the purposes of 
the study, I was able to bring into the 
picture the accumulated dish-washing 
experience of a lifetime and to persuade 
the clients that it offered a more realistic 
approach than their laboratory hypoth- 
eses. In consequence, the study pro- 
duced clear-cut choices based on valid 
distinctions. 

Some time ago we had a study com- 
paring the market and demand for glass 
milk bottles as against paper containers. 
The milk bottle business is largely in the 
hands of men, yet there are probably 
very few domestic objects that are more 
constantly in use by women. And there 
are a surprising number of things about 
a milk container that are of interest to 
them. Many of these aspects, I am con- 
vinced, would not have received con- 
sideration by manufacturers if research 
in this field had not had the counsel of 
women. These are invaluable in devising 
the questions and the approach to stud- 
ies of this kind. 

For it must be remembered that re- 
search technique is the development of 
hypotheses and the testing of these hy- 
potheses through the collection of re- 
lated data. One is likely to think that the 
cleanliness of milk is essentially a matter 
for the laboratory and the health com- 
missioner to regulate and supervise. But 
many of the women interviewed on this 
study were not willing to rely solely on 
official sources for the cleanliness of the 
milk they consume. A very large pro- 
portion depend on the time-honored eye 
test and prefer their milk in a glass bot- 
tle because they believe they can see 
whether the milk is clean. Whereas a 
man will be inclined to rely on a scientific 
report, a woman will want to supplement 
it by observation and rely on her person- 
al judgment. 


Her Competence for Special Problems 


There are certain research problems 
with which only women can deal effec- 
tively because of the personal nature of 
the information required. In judging 
others of her sex, the woman in research 
knows the distinction between matters 
that can be freely and honestly discussed 
in personal interviews and material 
which, if obtained, will prove worthless 
because frank answers will not have been 
given. 

I presume that there is not a more 
dificult subject on which to make a 
market study than contraceptives. Yet 
for a number of years we have been 
making a series of successful studies on 
this subject. Once the right technique 
had been found, these surveys proceeded 
with far fewer obstacles than were an- 
ticipated. 

The problem of approach was dis- 
cussed with three personal friends—two 
sociologists and a psychologist. These 
three men, all with the highest training 
in the social sciences, were astounded by 
the cooperation we were receiving from 
the women with whom we talked and the 
candor and seriousness of their attitude. 
To these men—and in their judgment, 
to all men—the subject of this study had 
ribald implications. But to the women 
interviewed on these studies the subject 
of sex and childbearing were not only 
natural, normal concerns, but among the 
most serious in their lives. Women are 
capable of discussing them on a personal 
level in this same vein and, except in 
rare instances, without excessive mod- 
esty. 


Her Usefulness in Technical Research 


The special aptitudes and qualifica- 
tions of women in market research in 
dealing with problems comparable to 
those adduced in the foregoing examples 
deserve wider recognition. Where women 
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have been given the opportunity, they 
have demonstrated their usefulness to 
the profession. 

One might believe that in the depart- 
ment of field research their place was 
by now secure and unquestioned. Yet 
even here some of the inherent capacities 
of the sex to cope with problems tradi- 
tionally regarded as the exclusive prov- 
ince of men are often overlooked. There 
is, for instance, the persistent notion 
that when it comes to industrial surveys 
a woman interviewer is hopelessly handi- 
capped by her lack of technical knowl- 
edge and experience. Paradoxical as it 
may seem, I should like to submit that 
her innocence of technology can actually 
be turned to her advantage. Permit me 
once more to use an autobiographical 
illustration. 

In starting the Arnold Research Serv- 
ice some twenty years ago, one of my 
first assignments had to do with heating- 
plants. This was a subject about which I 
knew so little that even the nomencla- 


ture was wholly unfamiliar to me. The 
interviews involved my talking with offi- 
cials in gas and electric light companies. 
During one interview with a general 


manager, several company engineers 
gathered around, trying to instruct me 
in my ignorance. Never was ignorance 
so well rewarded. By the time they had 
finished with the lesson, I knew all the 
answers to the questions on the ques- 
tionnaire, and much more besides. 

Since the dawn of mankind, I suspect, 
the resourceful woman has been playing 
up her ignorance to the great, all-know- 
ing male. The same technique has its 
place in field research. The apparently 
helpless litthke woman who is having a 
desperate time trying to get her ques- 
tionnaire filled out, and who doesn’t 
really understand what it is all about, 
is very apt to get better and more com- 
plete answers from men in industry than 


will another man who meets them as an 
equal. 

A certain research organization spe- 
cializing in technical subjects had always 
felt that these were matters which must 
be discussed by one technician with 
another. One result of this policy, how- 
ever, was that the inquiring technician 
tended to interpret responses in the 
light of his own views. His own expert- 
ness in the subject gave him insuperable 
biases which were a bar to objective 
reporting of the facts. Women inter- 
viewers without technical or engineering 
training, are now doing the job for this 
organization, and they are doing it bet- 
ter. 

Not long ago we did some work for 
one of the big chemical companies. The 
information needed required the use of a 
list of chemicals with formidable, poly- 
syllabic names. We were obliged to write 
them out phonetically to show how they 
were pronounced. Our women inter- 
viewers went to the purchasing agents 
of some of the largest users of such 
chemicals in the country. In this case 
they did not have to know what the 
chemicals were or what one did with 
them; they only had to know how to ask 
the right questions. In spite of the fact 
that these women did not know the 
rudiments of chemistry, they came away 
with the desired information. 

That is not to say that the woman 
researcher is wholly free from the neces- 
sity of struggling against biases of her 
own. The very same familiarity with 
household cares that gives her an ex- 
periential background for her work can 
also give rise to subjective judgments 
against which she must do her best to 
guard. If, for example, she has had 
trouble trying to set quart bottles of soda 
upright in her refrigerator, she may over- 
emphasize her own experience in study- 
ing other women’s refrigerator problems. 
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Nevertheless, any research organization 
laying out a program to study refrigera- 
tor designs will do well to have a wom- 
an’s collaboration. In undertaking stud- 
ies such as this, market research learned 
long ago that it must go to women for 
the answers. It is also learning that it 
needs women in devising the questions 
and making the proper interpretations. 


Woman’s Future In MARKET 
RESEARCH 


Two years ago I made a survey of 
some fifty of the large businesses in the 
country, widely diversified, to study the 
future possibilities for women in business. 
There were some fields in which the out- 
look was far from bright. There was the 
prevalent masculine view either that there 
was no possibility for women in respon- 
sible jobs or that only exceptional wom- 
en could hope for advancement. But 
there was unanimity on two points: (1) 
Women did a better job than most men 
in fields where they were dealing with 
the public, because of their human in- 
terest, patience, and understanding; and 
(2) They were generally better at detail 
work, because they could bear with it 
longer and had a better understanding 
of its importance. These are both qualli- 
ties which serve women in good stead in 
meeting the demands of market research. 

A year or so ago, at the request of the 
Committee on Economic Development, 
I spoke to a large group of university 
women. Before that talk I analyzed some 
figures from the recently released C.E.D. 
reports, ‘American Industry Looks 
Ahead.” I added up the dollar values 
predicted for the postwar years for those 
industries of which women have a special 
knowledge just because they are women, 


It came to the impressive total of 21 
billion dollars. That figure does not in- 
clude industries or services where men 
and women might be equally well in- 
formed, but only those manufacturing 
products which women handle in the 
course of their ordinary life and learn 
to use and understand from childhood 
on. That is an impressive volume of 
business in which women have a peculiar 
contribution to make. 

After twenty years in the research 
field working on all kinds of products, 
employing both men and women, cer- 
tain conclusions seem justified: 


1. Given equal brains and training, there 
are a great many things that women 
and men do about equally well. It is the 
person, not the sex, that counts. 

2. There are many things that men do 
better than women, not only because of 
their somewhat different proclivities, 
but because of their age-old connections 
with certain kinds of projects. While 
woman undoubtedly can be a good 
bridge builder, except in rare instances 
of genius, there is no good reason why 
she should be. 

3. There are however so many industries, 
types of services, and kinds of work 
which women know more about than 
do men, that they have the inside track 
in many lines of activity. 


Market research is full of opportuni- 
ties for women. They need more training 
in it, certainly. Everybody needs more 
training; none of us today has more than 
glimpsed the possibilities of application 
and techniques of our trade. But it is 
just as possible for an intelligent woman 
to learn them as for an equally intelligent 
man. Given this, there are thousands of 
product problems in which her knowl- 
edge and traits are indispensable. 








SOME ASPECTS OF DISTRIBUTION COST 
ANALYSIS 


CHARLES H. SEVIN* 
U. S. Department of Commerce 


Eprror’s Note: After presenting an approach to 
distribution cost analysis the author points out a number 
of practical applications. 


ECENT cost accounting literature re- 
flects a growing awareness of the 
fact that the cost to produce a particular 
product is not an absolute figure but 
rather that there are different costs for 
different purposes. The relative nature 
of cost allocations—whether to products 
or to customers, territories, and so on— 
probably has been given greater recog- 
nition, by some writers at least, in the 
field of distribution cost analysis than 
in factory cost accounting. Even here, 
however, implicit assumptions that there 
is only one cost, which is the “real” cost, 
are common. 

That different cost figures are valid in 
different situations will be illustrated by 
discussing some of the kinds of distribu- 
tion costing techniques which are needed 
for different management purposes. Also, 
these costing techniques will be com- 
pared with the methods involved in 
justifying price differentials under the 
Robinson-Patman Act, as developed in 
some recent cases before the Federal 
Trade Commission. 


MIsDIRECTION OF MARKETING 
EFFrort 


Under “normal” conditions, a large 
part of the sales made by a firm may be 


* The opinions expressed by the author are his own 
and do not represent the views of the Department of 
Commerce. 

1 For example, see National Association of Cost Ac- 
countants Bulletin, “The Uses and Classifications of 
Costs” (New York: the Association, Section II, May 
15, 1946); and Thomas W. Leland, ed., Contemporary 
Accounting (New York: American Institute of Ac- 
countants, 1945), chap. 17. 
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unprofitable, even though the business 
as a whole shows a profit. If the expenses 
and revenues are analyzed to reveal the 
unprofitable commodities, customers, 
territories, and orders, management may 
be able to reduce costs and to increase 
net profits substantially by taking ap- 
propriate action in regard to the un- 
profitable elements. 

Existence of the unprofitable business 
is, in general, caused by the fact that 
management very frequently follows 
either a laissez-faire or a complete-cover- 
age attitude in regard to the direction 
of marketing effort. The result may be a 
disproportionate spreading ot efforts in 
relation to sales. 

In many businesses a large proportion 
of the number of customers, orders, com- 
modities, and so on, may bring in only 
a minor proportion of the sales. Such a 
distribution of sales would not neces- 
sarily indicate misdirected effort, but the 
spreading of marketing efforts, and 
hence expenses, all too frequently paral- 
lels the number of customers or prospects, 
etc., rather than the actual or potential 
sales. 

There are many reasons for this pat- 
tern of distribution of marketing effort. 
Some are reasons which can be justified 
by the objective of maximizing the firm’s 
total profits—if not in the immediate 
short-run, then in the longer-run. More 
frequently, however, the reason is that 
the company does not know its costs. 
But through distribution cost analysis 
the relatively unprofitable sales can be 
discovered. 

Distribution cost analysis can also be 
used by management in deciding what to 
do about the relatively unprofitable 
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sales. For example, the effects on costs 
and profits of eliminating unprofitable 
sales and substituting more profitable 
sales in their place can be determined. 
Of course, there are other important uses 
of distribution costing, such as expense 
“control,” budgetary planning, and pric- 
ing policy. Since different methods are 
adapted to different purposes, however, 
discussion in this article is limited to the 
costing techniques needed for the first 
two uses stated above. The benefits from 
these uses, in the way of increasing effi- 
ciency and reducing costs, can be just as 
great as those that resulted from so- 
called ‘‘scientific management” in the 
factory. 


OuTLINE oF Basic TECHNIQUES 


While it is beyond the scope of this 
article to go into a lengthy discussion of 
the techniques of distribution cost anal- 
ysis,? the basic procedures or steps in 
determining the relative profitability of 
various segments of sales are outlined 
as follows: 


1. The direct expenses are measured and 
assigned directly to customers or com- 
modities. 

2. The indirect expenses are assigned to 
functional cost groups. (See Table I.) 

A functional cost grouping puts to- 
gether all the expense items that have 
been incurred for the same marketing 
activity. A functional classification, 
therefore, permits the allocation of an 
entire cost group by means of a single 
factor. 

3. Allocations of the functional cost 
groups are made to products and cus- 
tomers on the basis of their utilization 
of the variable activities giving rise to 
these costs. 

The principle in allocating these ex- 
penses is to charge the product, cus- 
tomer, etc., with the cost of its share of 


? For a more detailed discussion of the techniques, 
see Charles H. Sevin, Distribution Cost Analysis 
(Washington: U. S. Department of Commerce, Eco- 
nomic Series No. 50, 1946). 


the variable activity of each functional 
cost group; that is, the cost of the por- 
tion of the variable marketing effort for 
which it is responsible. 

The actual allocation of costs is, in 
effect, made by simple proportion. If, 
for example, the average inventory 
value of product group X is 1/100 of 
the total average inventory value of all 
finished products, then it is charged 
1/100 of the “investment” costs for the 
period. 

4. The excess of dollar gross margin over 
the sum of the direct expenses and the 
shares of the various functional cost 
groups which are allocated to a com- 
modity or customer or other segment of 
sales indicates its relative profitability. 


To allocate his costs, each distributor 
needs to set up his own functional cost 
groups and to use bases of allocation 
which reflect the distribution activities 
and the particular circumstances in his 
own business. Accordingly, the function- 
al cost groups and the bases for allo- 
cating the costs to commodities and to 
customers which are shown in Table I 
are meant to be merely suggestive rather 
than all inclusive.* 


PARTIAL ALLOCATION 


Not all functional cost groups are 
allocated either to commodities or to 
customers. For some functional costs it 
is not possible to do so except on an 
arbitrary basis, since the variable activ- 
ity of these functions is not related to 
customer or commodity characteristics, 
as the case may be. In addition to the 
difficulty of tracing a direct connection 
between the variable activity of some 
functions and product or customer char- 
acteristics, there are other reasons for 
not making a full allocation of costs. 

For the purposes which we are dis- 
cussing, little would be gained by making 


3 The procedures for determining costs by territories, 
order-size groups, and other classifications of sales are 
similar to commodity and customer costing, but, owing 
to space limitations, they are not discussed here. 
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Tasie I.—Funcrionat Cost Groups AnD Bases OF ALLOCATION TO Propucts AND TO CusTOMERS 








Functional Cost Groups 


Bases of Allocation 





To Products 


To Customers 








. Investment in finished goods 


Taxes, insurance, and interest on inventory of finished 
goods. 


Average inventory 
value 


(Not allocated) 








. Storage of finished goods 
Warehouse rent, or taxes, insurance, depreciation, main- 
tenance and repairs on warehouse buildings. Heat, light, etc. 


Floor space occupied 


(Not allocated) 








. Inventory control of finished goods 
Salaries—stock record clerks. Overhead charges.! 


Number of billing 
lines 


(Not allocated) 





. Order assembly 
Salaries—warehouse receiving and shipping clerks. Packing 
and shipping supplies. Overhead charges. 


Number of standard 
handling units 


Number 
lines 


of billing 





. Transportation 
Freight, truck, express, parcel post, etc. 


Weight or number of 
shipping units 





Weight or number of 
shipping units 





. Sales solicitation 
Salesmen’s salaries, commissions, and traveling expenses. 
Sales clerical salaries. Sales correspondents’ salaries. Sales 
engineers’ salaries. Sales executives’ salaries, and travel. 
Overhead charges.! 


Time studies or esti- 
mates 


Time studies, number 
of sales calls or esti- 
mates 





. Advertising 
Advertising space and media costs. Advertising production 
costs. Advertising executives’ salaries. Overhead charges.! 


Direct, i.e., cost of 
space, etc., of specific 
product advertising? 


Direct, i.e., cost of 
space, etc., of specific 
customer-class adver- 
tising? 





. Order entry 
Salaries. Overhead charges.! 


Number of invoice 
lines 


Number of 
lines or orders 


invoice 





. Credit extension 
Salaries. Overhead charges.! 


(Not allocated) 


Number of invoices 





. Billing 
Salaries. Overhead charges.! 


Number of invoice 
lines 


Number of invoice 


lines 





. Accounts receivable 
Salaries. Overhead charges.! 





(Not allocated) 





Number of invoice 
lines 





1 Includes portions of space, equipment, supplies, and supervision charges which may be divided among the 


functional cost groups on the basis of total direct salaries of function, amount of space occupied by function, value 


of furniture and equipment, etc. 


a full allocation. A full allocation may 
involve the arbitrary assignment on the 
basis of sales volume of some indirect 
expenses which represent functions not 
being used to capacity.‘ This may have 


‘Important facilities or functions may, in normal 
times, be rather consistently underutilized. Such evi- 
dence as is available indicates, for example, that in the 
typical retail store a large proportion of employees’ time 
normally is idle time devoted neither to selling nor to 
necessary nonselling activities. 


2 Institutional advertising not allocated. 


the effect of making some commodities, 
customers, etc, with large sales volume 
and low percentages of gross margin, 
appear to be relatively unprofitable. Ac- 
tually, since these functions are not 
being used to capacity, such indirect 
expenses would not be affected by sub- 
stitution, elimination, or an increase ol 
sales in the short run. 

Therefore, the costs of those function- 
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al activities which are not being utilized 
at or near capacity by either customers 
or commodities are not allocated. For 
example, storage and investment costs 
usually would not be allocated to custom- 
ers because these activities are not 
affected by customer characteristics and 
thus the amount of these costs would not 
be affected by the elimination (or addi- 
tion) of one or a few customers. Like- 
wise, credit costs usually would not be 
allocated to commodities since they 
would not be affected by substitution or 
elimination of products “at the margin.” 

A desire for a full cost allocation may 
involve an erroneous conception of the 
use of distribution cost analysis in con- 
nection with pricing policy. It appears 
to some that if they know the total or 
“real” distribution cost of a product, as 
well as its manufacturing cost, then they 
can arrive at the proper price by merely 
adding the desired net profit. Such a 
pricing procedure gives insufficient rec- 
ognition to demand, however, and it 
may be worse than one which is not based 
on any knowledge of costs at all. If prices 
determined on this cost-plus basis are too 
high in the light of demand and com- 
petition, sales volume may be lower than 
before, so that costs per unit will be 
higher than calculated, and may not be 
covered even at the higher prices. Or, if 
cost-plus prices are too low, then profits 
are sacrificed. 

In short, distribution cost analysis 
does not have as its purpose the estab- 
lishment of the most profitable prices. 
It starts with prices as “given,” for the 
purpose of determining relative profita- 
bility. 

In Table I, bases are suggested for 
assigning the principal functional cost 
groups which would, at one time or 
another, be allocated to customers and 
products. However, as we have seen, 
not ail these costs would be allocated 
in all cases. It may be difficult to decide 
which costs should be allocated in a 


given case because of the difficulty of 
determining which functional activities 
are being used to capacity in the short 
run, but each distributor needs to make 
such a decision in view of the particular 
circumstances in his business. 


CONVERTING LOSSES INTO PROFITS 


When the unprofitable sales have been 
discovered through distribution cost 
analysis, then management is in a posi- 
tion to decide what to do about them 
from the point of view of maximizing net 
profits. A list—by no means exhaustive 
—of some of the policies that can be 
adopted by distributors for converting 
relatively unprofitable commodities into 
sources of profit follows: 

1. Reduce the finished goods inven- 
tory in the factory or warehouse. 

2. Simplify the line. Reduce the num- 
ber of sizes, styles, qualities, and price 
lines. Simplification may result not only 
in a reduction of storage, investment, 
and order-filling costs, but also in an 
increase of sales (by permitting concen- 
tration of advertising, selling, styling, 
and design on a smaller number of 
items). One knitting mill, for example, 
sharply reduced its storage costs and 
inventory losses, and attributed a rapid 
increase in sales to its policy of restrict- 
ing the variety of articles offered for 
sale. 

3. Repackage the product. A change 
in the package may reduce the direct 
cost of packing, and also the new con- 
tainer may make it possible to reduce 
transportation, storage, and handling 
costs. A new package may also influence 
the volume of sales. 

4. Sell on consignment. 

5. Increase—or decrease—the amount 
of advertising and promotional work. 
Whether it would be profitable to in- 
crease or decrease advertising depends 
on the effect of advertising on the vol- 
ume of sales and the effect of the volume 
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of sales on unit production and distribu- 
tion costs. 

6. Change the channels of distribution 
for the product. It may be found, in 
some cases, that certain types of distrib- 
utors are not suitable for attracting 
customers for certain types of products. 

7. Increase—or decrease—the price. 
Sometimes it may actually pay to reduce 
the price of unprofitable commodities. 
Where consumer demand is so elastic 
that a small reduction in price leads to a 
substantial increase in sales, the result 
may be a greater excess of dollar gross 
margin over allocated costs than the net 
contribution of the commodity at the 
old price. This may come about as the 
result of both an increase in the unit of 
order, with a reduction in costs, and an 
increase in total sales sufficient at least 
to counterbalance the loss of gross mar- 
gin per unit of sale that follows the 
price reduction. 

Where the consumer demand is in- 
elastic, so that an increase in price may 
lead to only a small reduction in sales, it 
may be profitable to raise the price. This 
would be true where the increase in 
dollar gross margin per unit might be 
great enough to offset the decrease in 
number of units sold. 

Many possibilities exist for minimizing 
the losses that result from orders that 
are relatively unprofitable because of 
their small size. These may be outlined 
as follows: 


1. Devise special routines for handling 
small orders. An electrical manufacturer, 
for example, uses only about 25 per cent 
of the usual clerical routine in handling 
small orders. 

2. Reduce services offered on small orders, 
such as special storage, liberal accept- 
ance of returns, and repair services. 

3. Minimize broken package sales by re- 
ducing the original package unit, and 
by employing package units of several 
different sizes, or by developing special 


assortment packages for filling small 
orders. 

4. Make a special handling charge for all 
orders below a minimum size, or assess 
a service fee for credit and delivery on 
orders below a minimum size. 

5. Employ quantity discounts or increase 
present quantity discounts based on the 
size of the order. These discounts may 
be based on the value of the invoice line 
extension for the individual product, as 
well as on the total order value. Quan- 
tity discounts should, of course, be in 
line with cost differentials. 

6. Establish a minimum size order that will 
be handled. 

7. Offer a bonus to salesmen for orders 
above a certain size, or penalize salesmen 
for orders below a certain size. 

8. Turn small orders over to jobbers, bro- 
kers, or agents. 

9g. Make an extra charge for drop ship- 
ments. 

10. Show customers that their mutual inter- 
est lies in the lower costs obtainable by 
the seller from larger unit orders. 


Some policies that have been adopted 
by distributors in regard to customers 
who have been found to be relatively 
unprofitable are listed below: 


1. Try to sell the “full line” to customers 
who are relatively unprofitable because 
of adverse selection of purchases. 

2. Induce the distributor, where the other 
conditions are feasible, to handle the 
seller’s products exclusively. 

3. Instruct salesmen to make calls on cer- 
tain customers less frequently, or solicit 
these customers by mail or phone. 

4. Reduce promotional assistance, such as 
demonstrators, missionary salesmen, 
dealer aids, etc., to avoid disproportion- 
ate expenditures on small customers. 

5. Place salesmen on a commission basis. 


ELIMINATION OF UNPROFITABLE SALES 


If the distributor is faced with the 
decision of eliminating those unprofit- 
able segments of sales that cannot be 
turned into a source of profit by such 
methods as the above, then further cost 











THE JOURNAL OF MARKETING 









































97 
Tase II.—Parices, Costs, anp Retative Prorits Per Unit, sy Customer Discount Ciasses 
Customer Discount Classes (Annual Unit Volume) 
Prices, Costs, and Relative Profits 7, 500 
1-149 150-1 ,O49 | 1,050-2,999 | 3 ,000-7 , 499 aul Over 
1. Selling price per unit $20.25 $17.35 $16.45 $15.90 $15.35 
2. Manufacturing cost per unit 5-33 5-33 5.33 5.33 5.23 
3. Gross margin per unit (1—2) $14.92 $12.02 $11.12 $10.57 $10.02 
4. Allocated distribution costs per unit 11.22 4.12 1.80 91 38 
5. Relative profits per unit (3—4) $# 3.70 # 7.90 $ 9.32 # 9.66 $ 9.64 




















Source: F, T. C. Docket No. 4920. Res. Ex. No. 170 and No. 186. (Data apply to year ended December 31, 1941.) 


analyses are necessary. The costs that 
would be saved as a result of eliminating 
sales segments are not the same as the 
costs which were allocated in order to 
measure relative profitability of seg- 
ments. For, even though only those cost 
groups representing functions that were 
being utilized at capacity were allocated, 
they contain escapable as well as non- 
escapable expense elements. 

The total of the escapable costs, less 
the gross margin that will be given up, 
shows the net savings that will result 
from elimination of the unprofitable 
sales. Of course, if the gross margin on 
these sales exceeds the expenses that will 
be saved, then net profits, in the short 
run, will be greater with these sales than 
without them. It may, however, be pos- 
sible to earn even greater net profits by 
substituting a more profitable sales 
segment. The analysis of a policy of 
eliminating unprofitable sales, thus, can- 
not be divorced from an estimate of the 
results of a policy of substitution. 

Non-escapable costs represent por- 
tions of the various functional cost 
groups (that are being utilized at capac- 
ity) which can be made available for 
alternative uses if the relatively unprofit- 
able sales are eliminated. This may in- 
volve substitution of new commodities or 
customers, or merely elimination of the 
unprofitable ones and greater emphasis 
on those remaining. For example, selling 
effort may become available for a more 


intensive cultivation of the remaining 
customers, which may result in increased 
revenue with a less than proportionate 
increase in expense. 


Rosinson-PATMAN AcT 
REQUIREMENTS 


For the management uses of distri- 
bution costing under discussion, there 
may be only disadvantages in making a 
full allocation. But would cost differ- 
entials derived from only a partial 
allocation of distribution costs be ac- 
ceptable to the Federal Trade Com- 
mission as a basis for justifying price 
differentials? 

From a review of a number of Robin- 
son-Patman Act cases, it appears that 
the exclusion of some costs would be 
acceptable to the Commission. However, 
it is necessary to satisfy the Commission 
that the costs which were excluded would 
not, if allocated on a reasonable basis, 
change the cost differentials. A recent 
decision of the Commission in the Stand- 
ard Oil of Indiana case indicates that 
exclusion of some costs may, in fact, be 
preferable to a full allocation that in- 
volves the arbitrary assignment of costs.5 

After a complaint was issued by the 
Federal Trade Commission under 
the Robinson-Patman Act in another 
case (Minneapolis-Honeywell Regulator 


5 F.T.C. Docket No. 4389. Findings as to the Facts 
and Conclusion (October 9, 1945), p. 12. 
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Company),® the manufacturer made a 
distribution cost analysis to justify his 
discount schedule. The data shown in 
Table II were derived from this analysis. 
They clearly indicate that sales to some 
customer classes were relatively more 
profitable than to others. 

For example, while sales to customers 
receiving the smallest discount (column 
1) yielded a gross margin per unit of 
$14.92, the excess of margin over allo- 
cated distribution costs was only $3.70. 
On the other hand, sales to customers 
receiving the largest discount (column 5) 
yielded a gross margin per unit of only 
$10.02, but the excess of margin over 
allocated distribution costs was $9.64. 
Sales to this latter class of customers 
apparently were more than twice as 
profitable, per unit, as sales to the former 
in spite of a lower selling price. This 
variation in profitability results, of 
course, from the very wide range in allo- 
cated distribution costs—from $11.22 to 
only 38 cents per unit (line 4). 

Since this distribution cost analysis 
was not made until after the complaint 
was issued by the Commission, one can 
only speculate whether the management 
of this firm was previously aware of this 
range in profitability on sales made to 
different customer classes. This case 
indicates that a valuable by-product of 
the Robinson-Patman Act is the interest 
which may be stimulated in the use of 
distribution cost analysis as a manage- 
ment tool. 


MaArGINAL Costs 


Although the partial allocation of costs 
(i.e., the complete exclusion of some 
costs) which is used in determining rela- 
tive profitability apparently is ac- 
ceptable to the Commission, the type of 
marginal cost analysis used in estimating 


* F.T.C, Docket No. 4920. (Complaint issued Febru- 
ary 23, 1943.) 


the effects of eliminating, substituting, or 
adding specific segments of sales would 
not be acceptable for justifying price 
differentials under the Robinson-Patman 
Act. This can be seen from the findings 
in the Standard Oil of Indiana case: 

“Respondent attempted to segregate 
certain items of expense of an overhead 
nature as not being influenced by Ned’s 
Auto Supply Company, on the theory 
that such expenses would not be appreci- 
ably influenced by the acquisition or loss 
of a single account, such as Ned’s Auto 
Supply Company, and, consequently, 
that it is proper to charge no part of 
these expenses to the business of Ned’s 
Auto Supply Company. The reason for 
not charging any of such items to the 
business of Ned’s Auto Supply Company 
would apply equally to the business of 
any other single retail service station.” 

For a management decision in regard 
to adding or dropping Ned’s Auto 
Supply Company, it would be correct to 
exclude from a calculation of the cost of 
serving that customer, expenses that 
would not be affected in the aggregate. 
But the Federal Trade Commission 
makes it clear that price differentials 
cannot legally be based on such a calcu- 
lation. 

Thus, in regard to the use of the mar- 
ginal approach, distribution costing for 
certain management purposes is different 
from cost analysis for justification of 
price differentials under the Robinson- 
Patman Act. In view of the fact that 
distribution cost analysis as a manage- 
ment tool promises opportunities for 
increasing efficiency and reducing costs 
which are at least as great as the oppor- 
tunities which resulted from the use of 
cost accounting in the factory, perhaps 
firms should use both kinds of analyses 
when necessary—one for management 
purposes and the other for the establish- 
ment of legal price differentials. 


3 F.T.C. Docket No. 4389, op. cit., p. 9. 
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GENERAL FOODS GOES TO COLLEGE 


TUDENTS of marketing today need 
S and deserve the best training pos- 
sible—training which takes into con- 
sideration changes as they occur and 
which enables them to cope with new 
problems as they arise. A large percent- 
age of students in our business schools 
are returned veterans and certainly our 
obligation to these men cannot be met if 
our marketing courses are not realistic 
and up-to-date. Some might claim that 
it is the function of the school to teach 
fundamental principles rather than tech- 
niques and methods, and since basic 
principles are not subject to rapid 
change, it is not particularly serious if 
changes in methods are slighted. It is 
certainly true that basic principles must 
be emphasized, but this does not mean 
that practices and techniques can be 
neglected. No course in marketing can 
omit techniques and methods with im- 
punity, and we well know that these are 
constantly changing. Moreover, it is 
through studying methods that prin- 
ciples can best be mastered. 

Something new in a_ cooperative 
project between a private business con- 
cern and an educational institution re- 
cently took place on the University of 
Arkansas campus when a regional sales 
conference of General Food Sales Com- 
pany representatives was conducted 
with marketing students of the Univer- 
sity as spectators. The meeting was not a 
rehearsed or staged affair, but a regularly 
scheduled conference of General Foods 
salesmen, covering Arkansas and Okla- 
homa, at which plans for a special 


campaign to increase the sales of Corn 
Toasties, Post Tens and Grape Nuts 
Flakes were unfolded. The University 
merely furnished the facilities for the 
meeting. The program included an expla- 
nation of the campaign plans, sugges- 
tions for tailoring the plans to meet local 
conditions, a training film and a sales 
demonstration. A number of whole- 
salers located near the campus were also 
invited to attend and were encouraged.to 
take part in the discussion. At the close 
of the regular meeting students were 
given the opportunity to ask questions 
which were answered by the General 
Foods representatives. 

This is probably the first time that a 
conference has been staged by a business 
firm under similar conditions. It was 
strictly an experiment, and, I believe, a 
successful one. 

From the point of view of General 
Foods, the conference brought favorable 
publicity and created goodwill for the 
company and the products it sells. The 
conference was a means of acquainting 
those present with the General Foods 
line of products. The conditions under 
which the conference was held forced 
the chairman to carefully plan the entire 
series of meetings. The question period 
brought forth some pertinent questions 
which were challenging to the company’s 
representatives and provocative of crea- 
tive thinking. Conferences of this sort, 
held on a university campus should offer 
business concerns an opportunity to 
recruit prospective salesmen. Finally, it 
offers to private business enterprise an 
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opportunity to come in close contact 
with the university and to learn just 
what is being done in the marketing 
courses to make training more practical 
and effective. 

The advantages of this sort of cooper- 
ative project are even greater from the 
viewpoint of teacher and student. It 
affords a contact with practical business 
and helps to fill in the gap between the 
classroom and the business world. An 
actual sales conference helps the student 
grasp the significance of methods, princi- 
ples and policies far more effectively than 
is possible by lecture or discussion. Such 
a conference offers material for the 
realistic use of the case method of in- 
struction in such courses as principles of 
marketing, sales management, salesman- 
ship, retailing and advertising. Inciden- 
tally, a large portion of the General 
Foods Conference was recorded and 


consequently the meeting offers material 
for using the conference as a basis of case 
studies for future students as well as 
those who actually attended. Another 
advantage of the experiment is the fact 
that it might instill confidence of the 
student in the practicality of text books 
used and the professors who teach the 
various courses. 

Marketing training requires a. practi- 
cal means of orderly analysis of actual 
business problems. The cooperative ven- 
ture of General Foods and the University 
of Arkansas was an attempt to fill this 
need, and I believe that similar meetings 
might be arranged by other universities 
and business concerns which would be 
mutually advantageous. 


LoweE Lt C. YoDER 


University of Arkansas 
Fayetteville, Ark. 


RESEARCH COMMUNICATION BETWEEN BUSINESS 
AND COLLEGES 


T THE Convention of the American 
Marketing Association held in 
Cleveland in January, 1946, Dr. Alfred 
N. Watson, then Assistant Manager of 
our Research Department, spoke on the 
use of current business materials in the 
teaching of marketing. 

Teachers in the business schools and 
departments of American universities 
and colleges had repeatedly expressed 
their inability to keep abreast of the flow 
of research, advertising, and promotional 
data continually released by business 
in the normal course of its activities. 
These teachers, and they ranged from 
school directors and department heads to 
graduate assistants, found they had no 
direct access to the wealth of pertinent 
material being developed every day by 
the research departments of business, 
publishers, and advertising organiza- 


tions. The gist of Dr. Watson’s talk was 
that The Curtis Publishing Company was 
aware of this situation and intended to 
do something about it. ' 

On Dr. Watson’s return from that 
meeting we decided to put into im- 
mediate operation a plan we had long 
discussed. In May of last year the Re- 
search Department at Curtis sent out its 
first monthly list of Curtis Marketing 
Research Materials of Interest to Teachers 
to a list of 264 teachers of marketing who 
were members of the American Mar- 
keting Association. This list of eight 
items described briefly the material 
offered and stated that the publications 
were available on request without 
charge. 

Included on that first list were such 
things as the Curtis “Urban Housing 
Survey,” an extensive survey of the 
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nature and size of the market for home 
ownership, modernization, and repair; 
“The Market for Water Systems,” not 
a survey but an analysis of the potential 
market for water systems; “The Golden 
Opportunity,” a forecast of the recrea- 
tional market; and “Cooperatives in the 
United States,” an historical tracing of 
the cooperative movement and its mer- 
chandising significance. The attempt was 
to present a varied and balanced list of 
studies. 

We knew that this mailing would not 
go unnoticed, for it had been instituted 
to meet an expressed need, but we were 
unprepared for the large and immediate 
response. Supplies of some of the studies 
were immediately exhausted. Some 
teachers, finding that a given study 
fitted into their current classroom dis- 
cussions, requested as many as forty 
copies of a study for use in assignments 
to their classes. As original printing 
orders had not been placed with this 
particular activity in mind we filled as 
many quantity orders as we could, and 
then were forced to limit the quantity of 
a given study which could be sent to any 
one teacher. On subsequent lists, of 
necessity, we limited our offering to a 
single copy of the publications described. 

On the second monthly mailing in 
June, works of a more technical and 
statistical nature were listed, such as: 
“Where Our Money Goes,” a study of 
gross national product; “Present Savings 
and Future Markets,” a study of the 
postwar liquid assets of the United 
States; and ““What’s Ahead in Statistical 
Sampling,” a paper contrasting quota 
and area sampling techniques in market 
research. Demand for studies of this 
nature was as great as for commercial 
surveys. One of the “best sellers” on 
any of the Curtis lists was “New Fam- 
ilies—New Markets, 1940-1950,” a 
product of the Statistical Section of the 


Curtis Research Department which was 
released last Fall and made immediately 
available to teachers on the October list. 
Another was “Respondent Pre-Selec- 
tion,” a statistical method of reducing 
interviewer bias in market research which 
won wide recognition as an important 
contribution to a basic research problem. 
The Saturday Evening Post “Aviation 
Survey,” a nation-wide study of the 
industry was made available on the 
August, 1946, list. 

Through February, 1947, when the 
tenth monthly list was mailed, the 
Information Section of the Research 
Department, which has carried on the 
activity since its inception, had made 54 
different Curtis Marketing Research 
Publications available to the teachers 
list. These materials included consumer 
surveys, statistical studies, analyses of 
government data, studies based on 
government reports, even population 
charts developed by the Department for 
use in its own research work. They 
ranged from a three-page release on 
consumer income to the large-sized 210 
page, “Where People Buy,” which gives 
statistics, based partially on special 
tabulations purchased by The Curtis 
Publishing Company from the Bureau of 
the Census, on retail and wholesale out- 
lets on a national basis. 

Through January, 1947, Curtis Re- 
search materials have been sent at their 
request to teachers, often to several in 
various departments of the same insti- 
tution, in 106 different colleges and 
universities, ranging alphabetically from 
the University of Akron to Yankton 
College, by size from Columbia Uni- 
versity and the University of California 
to much smaller schools, by age from 
Harvard University, founded in 1636 to 
an urban university founded for G. I. 
education since the close of the war. 
The publications have been put to edu- 
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cational use in purely technical schools, 
such as the Massachusetts Institute of 
Technology; economics and _ business 
schools, such as the Wharton School of 
the University of Pennsylvania; and in 
liberal arts colleges such as Bates Col- 
lege in Maine. Schools in every section 
of the country, from the Universities of 
California and Washington and James 
Millikan University on the West Coast, 
to Tulane in New Orleans, the Univer- 
sities of Michigan, Minnesota, and 
Wisconsin in the Middle West, and Yale, 
Harvard and Columbia in the East, have 
become regular clients. 

Scores of letters from teachers in these 
colleges and universities expressing their 
approval and appreciation have led us to 
believe that marketing teachers have 
found these materials helpful. Some of 
these letters have described the teachers’ 
uses of the publications to supplement 
textbook analyses and classroom expo- 
sition, to serve as basic data for gradu- 
ates and undergraduates engaged in 
research projects, as shelf material for 
course reading, and as subjects for dis- 
cussion groups. 

The growth of this activity and these 
comments from teachers have substanti- 
ated the original belief of the Research 
Department of Curtis that communi- 
cation between business and the schools 
which teach marketing, merchandising, 
advertising, and commercial research in 


its varied phases, was lacking or inade- 
quate; that certainly it needed develop- 
ment. Because this start has been made 
toward establishing firmer and clearer 
communication between the academic 
and the business world, we feel that the 
venture has been worthwhile. It is not 
considered a static enterprise, for it is 
the constant endeavor of the Depart- 
ment to offer monthly a balanced list of 
its current productions, and the mailing 
list itself is constantly being revised. The 
entire operation is being moulded and 
developed as our experience indicates. 
The Curtis Research Department has 
not, of course, instituted and main- 
tained this service entirely through 
purely altruistic motives. Curtis is proud 
of the part it played in founding modern 
marketing research in IgII and its 
accomplishment in the field since that 
time. The market analysts and research 
workers in the Research Department 
often depend heavily on consultations 
with their academic colleagues, and the 
Department, which must look to the 
colleges for men and women for its 
organization, realizes fully that the 
future of market research as an integral 
and often a governing factor in American 
business, depends upon the accuracy and 
validity of the teaching in our colleges. 
Dona.p M. Hosarr 
The Curtis Publishing Co., 
Philadelphia, Pa. 
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Research completed and in progress is 
classified in this section under the list of gen- 
eral headings given below. Individual items 
are designated by the number of the general 
class into which they fall and, also, by a 
serial number within the class. 

Readers interested in securing copies of the 
publications mentioned in the following 
pages should address their requests to the re- 
spective publishers.—THE JOURNAL does not 
have copies for sale or distribution. 

Members of the American Marketing As- 
sociation who are engaged in significant 
pieces of marketing research are urged to 
submit items to the Editor of this section. 


List or GENERAL HEADINGS 


. Advertising 

. Selling—Personal 

. Industrial Marketing 

. Marketing Farm Products 

. Marketing Minerals 

. Marketing Services 
. Producers’ Marketing of Consumer 
Goods 

8. Product Analysis 

g. Consumer Studies 

10. Cost of Marketing 

11. Foreign Trade 

12. Co-operative Marketing 

13. Credit—Mercantile and Retail 
14. Retailing 

15. Transportation 

16. Warehousing 

17. Wholesaling 

18. Federal, State, Local Regulation 
19. Taxation 

20. Marketing Theory 

21. Prices and Price Policies 

22. General Market Statistics 
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23. Market Area Studies 

24. Research Technique 

25. Markets—Specific Pfoducts 
26. Miscellaneous 


1. ADVERTISING 


1.1 Area Audience Report—Study Number 
One. (New York: Broadcast Measure- 
ment Bureau, Inc., 270 Park Avenue, 
1947-) 

This voluminous report, containing ap- 
proximately 900 pages of tables, shows “for 
each state, county, metropolitan district 
and about a thousand cities all stations hav- 
ing audiences of ten per cent or more of the 
total radio families, together with the size 
of these audiences, numerically and as a per 
cent of total radio families, separately for 
day and night, with respect to all subscrib- 
ing stations as of July, 1946. With Canadian 
supplement.” 

The data is assembled in remarkably clear 
and compact form for maximum conven- 
ience to users. It is truly a monumental 
piece of radio research work, whose value is 
so obvious as to require no comment. 


1.2 The 1946 Iowa Radio Audience Survey. 
Forest L. Whan. (Des Moines: Central 
Broadcasting Company, 1946. Pp. 78.) 


The present volume represents the ninth 
consecutive annual survey of radio listening 
habits and preferences of Iowa listeners. Its 
methods and coverage are identical with 
those of the 1945 report. 


1.3 The Continuing Study of Farm Publica- 
tions—Study Number One. (New 
York: The Advertising Research 
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Foundation, 11 West 42nd Street, 
1947. Pp. 64.) 

The first report on farm publications, 
which constitutes another landmark in 
readership studies, covers the October 5, 
1946 issue of The Ohio Farmer. The usual 
recognition method is employed to deter- 
mine readership. The basic sampling plan 
is a systematic selection of subscribers from 
the publication’s circulation list. A limited 
number of areas is carefully selected from 
this list, and names are drawn at random 
from these. 

To determine actual readership object- 
ively a “qualifying kit” of 20 editorial items, 
ten of the present issue and ten to appear in 
an unpublished issue, are submitted to each 
respondent. After being warned twice that 
some of the items have not yet been pub- 
lished he is asked to identify those he defi- 
nitely remembers having seen. 

All readership scores are based on the 
responses of the qualified readers. In a sam- 
ple of 501 members (12 years or older) of 
subscriber families interviewed nine to 
twelve days after publication date, 75 per 
cent claimed they had read the issue being 
measured, and of these 12 per cent were not 
qualified, leaving 331 qualified readings. 


1.4 Trends in the Research of Readership. 
A. W. Lehman. (New York: Advertis- 
ing Research Foundation, January 16, 
1947. Pp. 10. Mimeographed.) 


In his address before the National Pub- 
lishers Association the manager of the Ad- 
vertising Research Foundation discusses the 
development of the present group of public 
or syndicated readership  studies,—the 
Starch Reports and the “Continuing Stud- 
ies” of newspapers, transportation adver- 
tising, farm publications and business papers. 
He stresses the fact that the technique used 
for the Continuous Study of Newspaper 
Reading was not designed for the exact 
measurement required for cost-per-reader 
projections. 

Two improvements in the farm publica- 
tions studies have been the use of automatic 
selection of homes interviewed and the 
“qualifying kit” that eliminates those re- 


spondents that cannot give objective proof 
of reading the issue studies. (See item No. 
1.3.) Paralleling the improvement in tech- 
niques of such studies is the growth in their 
use by manufacturers, agencies and news- 
papers, some striking examples of which are 
mentioned in the address. 


1.5 So You’re Going to Advertise? (Chicago: 
National Association of Retail Grocers, 
360 North Michigan Avenue, n.d. Pp. 
33- $.25.) 

This well illustrated booklet is designed 
to assist the independent retailer with his 
advertising. An introductory section con- 
siders briefly why, how, what, and when the 
retailer should advertise, as well as how much 
to spend. Subsequent sections deal with 
newspaper advertising, circular advertising, 
and letters and postcards. The section on 
newspaper advertising gives practical ad- 
vice on advertising appeals, location of the 
advertisement, selecting items to advertise, 
layout, measuring effectiveness, and other 
similar matters. 


1.6 Writing to the Millions. Rudolph Flesch. 
(New York: Macfadden Women’s 
Group, 205 East 42nd Street, 1947.) 


Dr. Flesch, the author of The Art of Plain 
Talk, presents in this study a concise résumé 
of his three criteria for judging readability 
of writing,—length of sentences, simplicity 
or complexity of words, and amount of 
human interest. On these bases writing can 
be given a readability score. 

Using this method Dr. Flesch analyzes 
certain magazine editorial and advertising 
matter. His three highest and three lowest 
rated advertisements were rated very high 
and very low respectively by Starch reader- 
ship studies. 


1.7 National Magazines and the Retailer. 
(New York: The Crowell-Collier Pub- 
lishing Company, 250 Park Avenue, 
n.d. Pp. 15.) 


The theme of this study is that “magazine 
advertising is local advertising.” Magazine 
readership is compared with newspaper 
readership in a middle-income neighborhood 
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in each of four cities. Results are presented 
to show that the leading national magazines 
reach more homes than do the leading daily 
newspapers and that the average advertising 
cost per page per customer reached is less for 
the national magazines than for the local 
newspapers. 


1.8 Ohio State University (Columbus 10, 
Ohio.) 


Principles and Practices in Preparing and 
Selling Transportation Advertising. (Master’s 
Thesis). John P. Taylor. 


1.9 A Formula For Evaluating Industrial 
Advertising From Inquiries. Paul A. 
Amundsen, Jndustrial Marketing, Jan- 
uary, February, and March, 1947. 


The principle objective of the technique 
explained in this series of articles is to enable 
the advertiser who receives inquiry returns 
from many different advertisements to prop- 
erly evaluate these replies by eliminating 
the effect of such variables as season, size of 
advertisement, and media characteristics. 
In this sample study a number of advertise- 
ments were inserted in magazines under 
so-called ‘‘pre-selected” conditions, that is, 
the advertisements dealt with the same prod- 
uct, were promotional in character, ap- 
peared during a stable sales period, and were 
placed in a carefully selected list of business 
papers. 

Eliminating the effect of variables on in- 
quiry return was accomplished simply by 
comparing all returns with the variables one 
by one (although circulation and page size 
were correlated with returns simultaneously) 
noting the relation of the variable to return 
results, and adjusting return figures accord- 
ingly in order to level out the effect of the 
variable. The adjusted figures represent net 
inquiry strength resulting from factors with- 
in the advertisement itself. 

In conclusion, a few sample analyses are 
given showing how the correlation technique 
may be applied to isolate and evaluate char- 
acteristics within the advertisement. For 
example, advertisements with fewer ele- 
ments proved to be much more effective 
than those with many elements. The author 


points out, however, that the sample is 
small and conclusions cannot be accepted as 
fact. 


1.10 Preferences in Industrial Literature, 
Report No. 3. (Philadelphia: Ed- 
ward Stern and Company, Inc., Sixth 
and Cherry Streets, 1946. Pp. 32.) 


The third annual report of a continuing 
study of executive preferences in direct mail 
advertising presents results of the survey 
with regard to illustration and size. In addi- 
tion to this report, the interested reader 
should consult various issues of Tide, which 
is also reporting results of the survey (see 
jouRNAL, October, 1946, Research in Mark- 
eting, item No. 1.5). 

Large illustrations and short texts are 
preferred by a very substantial majority of 
executives. Even purchasing agents show 
little preference for technical and informa- 
tive copy having few illustrations. Prefer- 
ences as to type of illustration are also re- 
ported. 

A substantial preference is recorded for 
the standard size of 84X11 inches, although 
most executives believe that oversize and 
miniature mailings are justified occasionally. 
Ease of handling and filing is the principal 
reason for the popularity of the 8} X11 size. 

The latter half of the report takes up cer- 
tain questions of policy emanating from the 
findings of the survey to date. 


1.11 The P. I. Advertising Index in New 
Form. Hans Zeisel, Printers’ Ink, 
March 7, 1947. 


Explains improvements made in this pop- 
ular index that will bring the following ad- 
vantages to users: All media indices pub- 
lished in one place; the index to appear regu- 
larly in the first issue of each month; national 
advertising only is covered; all media indices 
are now based on dollar expenditures; sim- 
plified charts show seasonal patterns for 
each medium; interpretative comments sup- 
plement each publication of the index. 


1.12 Directory of Advertising and Marketing 
Education in the United States. 
Alfred T. Falk. (New York: Advertis- 
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ing Federation of America, 1947. Pp. 
47. $2.50.) 


An up-to-date, comprehensive compila- 
tion of courses in advertising and marketing 
offered by 796 colleges and universities, in- 
cluding their extension correspondence 
courses. The courses offered by advertising 
clubs and by private home study schools are 
also included. 

Fifteen years ago, when a similar study was 
made by the Federation, it was found that 
291 colleges and universities offered some 
work in field of marketing; today 524 do so. 
For minimum offerings in the advertising 
field alone the figures are 168 and 266, an in- 
crease of 58 per cent in 15 years. Over this 
same span of years institutions offering 
“what might be considered adequate cover- 
age in advertising education” increased from 
16 to 41. 


1.13 The New Trade-Mark Law. Neil H. 
Borden, Harvard Business Review, 


Spring, 1947. 


The Lanham Act, revising the trade-mark 
law of the United States, becomes effective 
July 5, 1947. Historically, the treatment of 
trade-marks in this country has been based 
on the common law, although earlier federal 
statutes have attempted to clarify some as- 
pects of the problem. Under the common law, 
priority of use has been the basic determinant 
of ownership of a trade-mark. However, 
varying court decisions, applying this princi- 
ple in particular situations, have given rise to 
a confusing and often conflicting body of law 
on the subject. Uncertainty arises because of 
the possibility of territorial conflicts, over- 
lapping of product classes, similarity of 
marks, acquisition of generic meaning, 
duplicate use of geographic or proper names, 
and use of purely descriptive terms. 

Federal statutes long have provided for 
registration of trade-marks, but many marks 
could not qualify under the law, and owner- 
ship of those marks which were listed could 
be cancelled for specific reasons or contested 
at any time. Furthermore, former acts were 
unsatisfactory in that they made only inade- 
quate provision for official listing of trade- 


marks, did not provide for assignment of 
trade-marks alone to other parties, lacked 
provision for parent company ownership of 
marks used by subsidiaries, and failed to 
cover marks indicating services or such spe- 
cial characteristics as region of manufacture 
and union make. 

The Lanham Act specifically has elimi- 
nated these last-named deficiencies and ap- 
pears to have reduced possibilities of uncer- 
tainty in the legal status of individual trade- 
marks. The new law establishes a Principal 
Register and a Supplementary Register. 
Marks covered by the former may become 
“incontestable” after five years of acceptable 
use (though there are certain qualifications 
to this condition), thus greatly increasing the 
significance of such listing. Furthermore, 
registration of this type has been extended to 
include many kinds of marks that were not 
formerly eligible for inclusion under the 
earlier registration conditions. Those marks 
which still are not acceptable under this ar- 
rangement may now be listed in the Supple- 
mentary Register, thus enabling them to 
qualify for registration in foreign countries. 

The new law continues to permit concur- 
rent registration of similar marks and does 
not remove the possibility of territorial con- 
flicts, but by making registration “‘construc- 
tive notice of ownership” it prevents subse- 
quent users of the mark anywhere from set- 
ting up ignorance as a defense. In general, 
the Lanham Act codifies existing basic law 
and in this respect tends to remove the un- 
certainty which vexes even the trade-mark 
owner whose rights would seem to be exclu- 
sive under the common law. Competent 
legal counsel, however, remains highly im- 
portant in trade-mark matters. 


2. SELLING—PERSONAL 


2.1 Low-Pressure Selling. Edward C. Bursk, 
Harvard Business Review, Winter, 
1947. 


Low-pressure selling, which was gaining in 
popularity before the war and flourished dur- 
ing the period of shortages, will continue 
gaining in favor in the period ahead, accord- 
ing to the author. He recognizes that part of 
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its effectiveness has been due to the element 
of novelty, but feels that there are basic 
points of superiority in low-pressure selling. 
These center about the fact that people like 
to buy and will tend to do so if their custom- 
ary resistances are lulled. Low-pressure sell- 
ing, as the author conceives it, is not a matter 
of amiable order-taking, but has positive 
characteristics. In its best form, it employs 
the ““customer-problem”’ approach to selling, 
in which the salesman sincerely trys to ana- 
lyze the customer’s needs and problems and 
then finds ways in which his product can be 
helpful. This type of selling requires more 
careful selection and training of salesmen 
than the high-pressure type, where a canned 
sales talk and enthusiasm may be all that is 
required. 


2.2 An Informal Report on the Life Training 
Program for Ex-Servicemen. (New 
York: Time, Inc., Rockefeller Center, 
1947. Pp. 36.) 


More than a year ago, Life magazine in- 
stituted its Retail Representatives program. 
This report covers the objectives and 
achievements of the program during its first 
year of operation. 

The program involved originally the em- 
ployment of some 80 young ex-servicemen 
who were interested in obtaining experience 
in the advertising field. After two weeks of 
preliminary training in New York, each Rep- 
resentative was assigned to a territory. There 
his job was to contact retailers regarding na- 
tional advertising and how to use it effec- 
tively. 

Retail Representatives now visit regu- 
larly 15,000 retailers located in major retail 
trading areas throughout the United States. 
The first calls revealed that more than go per 
cent of the drug, food, and appliance retail- 
ers interviewed were favorable toward na- 
tional advertising but that more than half of 
them did not know how to use it effectively. 

As a result of repeated visits to these stores 
by the Retail Representatives, the dealers’ 
understanding of the local power of national 
advertising is being increased, and the retail 
stores are tying in with national advertising 
more effectively. This, of course, benefits 


both the retailers and the manufacturers of 
nationally advertised merchandise. 


2.3 A Short Course in Salesmanship. J. C. 
Aspley. (Chicago: Dartnell Corpora- 
tion, Ravenswood and Leland Avenues, 
1946. Pp. 39. $.25.) 

Mr. Aspley has written an interesting 
booklet which might well serve as a refresher 
course in salesmanship for many veteran 
salesmen. The discussion is based on the 
various steps in the building of a sale: a suita- 
ble plan and a proper attitude on the part of 
the salesman, laying a sound foundation by 
first getting the facts, necessity for the sales- 
man to sell himself, presenting the proposi- 
tion, proving the case, meeting objections, 
and getting the order. Accepted selling prin- 
ciples are restated forcibly, and the principles 
are illustrated with many pertinent examples 
and cases. 


2.4 Ohio State University (Columbus 10, 
Ohio.) 


2.4.1 The use of the job analysis, difficulty 
analysis, and time and duty study as bases for 
scientific selection and training of wholesale 
drug salesmen. (Ph.D. Thesis.) James H. 
Davis. The study applies scientific manage- 
ment techniques to the problem of selection 
and training wholesale drug salesmen. Ques- 
tionnaires have been sent to wholesale drug 
executives, wholesale drug salesmen, and re- 
tail druggists. Further information has been 
obtained from a time and duty analysis of 
70 salesmen from nine wholesale drug firms. 
The Bureau of Business Research at The 
Ohio State University is cooperating in col- 
lecting the data and publishing the study. 


2.4.2 Salesmen’s Automobile Expense Allow- 
ances. Herman C. Nolen and Paul L. Brown. 
(Published by National Wholesale Druggists 
Association, 1947). On the basis of an anal- 
ysis of current automobile prices and main- 
tenance costs, a series of tables have been 
prepared which present recommended ex- 
pense allowances for salesmen’s automobiles, 
both on a per mile allowance and on a weekly 
flat sum basis. The tables cover varying road 
conditions, rural vs. urban driving, and dif- 
ferences in gasoline prices. 
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3. INDUSTRIAL MARKETING 
3-1 Mill Supplies 


A demonstration of the application of the 
principles of effective layout and display toa 
typical industrial supply establishment is 
presented and discussed in the May issue of 
Mil! Supplies. An expert in the field of layout 
and display—Martin Jenter Associates—was 
engaged to conduct the basic research and to 
develop plans for modernization. The study 
is given a practical start in that the recom- 
mendations relate to changes in the layout of 
an actual New England industrial distributor 
who cooperated in the project by allowing his 
firm to serve as a “guinea pig.” The prin- 
ciples as developed in this specific firm are, of 
course, applicable with modifications to the 
entire field. The text is illustrated with floor 
plans, perspectives, diagrams and photo- 
graphs showing present conditions and pro- 
posed improvements, all based on practical 
considerations after a close study of the char- 
acteristics of the business, functions and 
products handled. 

Starting with the effect of the exterior of 
industrial supply buildings as display factors, 
the presentation carries through with discus- 
sion and application of modern layout prin- 
ciples to industrial supply display window 
arrangements, sales floor layout, office lay- 
out and sales meeting room requirements. 
The presentation also covers the method of 
scheduling alterations in existing plants to 
conform with long-range improvement pro- 
grams. 

Two other sections of the study include a 
discussion of the various devices, equipment 
and materials offered by manufacturers as 
aids to more effective display by distributors 
and a discussion of what industrial distribu- 
tors are doing to improve their visual mer- 
chandising. 


3-2 Institutions Magazine (1900 Prairie 
Avenue, Chicago 16, Illinois.) 


A thorough nationwide survey of the insti- 
tutional field by Institutions Magazine is now 
under way. 


4. MARKETING FARM PRODUCTS 


4.1 Prepackaging Survey. (New York: Union 
Bag & Paper Corporation, Woolworth 
Building, 1946. Pp. 34.) 


The findings of this survey, which was 
made by Fact Finders Associates, are based 
on interviews with 2,367 housewives and 790 
managers of self-service markets in 16 cities 
or groups of cities. Consumer reaction to pre- 
packaged fruits and vegetables appears to 
be favorable by approximately a two to one 
majority even when a cost slightly above 
that of bulk produce is assumed. Responses 
of the housewives interviewed indicate defi- 
nitely that they would prefer a package 
which permits them to see the product being 
purchased. 

The opinions of store managers also indi- 
cate that there are a number of advantages to 
prepackaging: a saving of time for both cus- 
tomer and store, less waste of produce, better 
store appearance, and possibly increased 
sales. The majority of store managers who 
express an opinion believe, however, that the 
cost would be too great—an opinion no doubt 
influenced by the fact that all interviews 
were with managers of self-service establish- 
ments (58 per cent being chain store units) 
accustomed to emphasizing price. 


4.2 Marketing Prepackaged Sweet Corn. 
Charles W. Hauck, Super Market 
Merchandising, February, 1947. 


The cooperation of A & P, duPont, and a 
number of other firms, with the Ohio Agri- 
cultural Experiment Station, has enabled Dr. 
Hauck to perform an interesting test of the 
marketability of prepackaged sweet corn. 
Sold in bulk, sweet corn often becomes old 
and tough before it reaches the consumer’s 
table. The retailer may allow 10 to 20 per 
cent for damage and spoilage. 

In the test, however, the corn was picked, 
husked and trimmed, precooled, wrapped 
and sealed in cellophane in one day and 
placed on sale the following day in four A& P 
super markets in Columbus, Ohio. 

Sales of fresh corn so packed were as much 
as five times greater than sales of bulk corn of 
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identical quality, in spite of the fact that the 
packaged corn sold at a premium of seven 
cents per dozen ears. 

Physically the prepackaged corn retained 
its succulence for from five to seven days and 
there was almost no loss to the retailer. All 
customer reactions were favorable. Other 
economies appeared also, including a reduc- 
tion in shipping weights from warehouse to 
retail stores of about one third. 

Some difFculties were encountered early in 
the experiment with mechanical huskers and 
their use for this purpose was discontinued. 
Further tests on immediate precooling of 
corn as husked, variations in packaging, and 
nutritional values are planned. 


4.3 Technological Developments in Agri- 
cultural Marketing. F. L. Thomsen, A. 
C. Hoffman, and C. O. Brannen, 
Fournal of Farm Economics, February, 
1947. 


The marketing of agricultural products 
may be revolutionized by technological de- 
velopments now in progress. Packaging of 
fresh fruits and vegetables and meats may 
increasingly place the sellers of these items 
in the realm of monopolistic competition and 
favor large producers and shippers and co- 
operatives. Retailing of these foods in pack- 
ages will tend more towards self-service 
operation, and many textile products may 
also be sold on a self-service basis if packaged 
to prevent soiling. Processing of foods, 
through quick-freezing, dehydration, and 
concentration, may reduce transportation 
costs, increase storage, reduce seasonal peaks 
in prices, and shift production away from 
“early” areas and areas adjacent to large 
consuming centers. Some forms of processing, 
such as quick-freezing of cooked foods, will 
widen the price spread between farmer and 
consumer, but may benefit farmers if the de- 
mand for foods is increased. 


4.4 University of Illinois (Urbana, Illinois.) 


Distribution of Fresh Fruits and Vegeta- 
bles in Rural Areas in Illinois, 1944. (Mimeo- 
graphed.) R. A. Kelly. 


6. MARKETING SERVICES 


6.1 Guild Pricing in the Service Trades. 
William F. Brown and Ralph Cassady, 
Jr., Quarterly Fournal of Economics, 
February, 1947. 


Fair Trade and Unfair Practice laws relat- 
ing to merchandise distribution are mild 
compared with the monopolistic practices 
sanctioned by law in the service trades. 
Turning the clock back to the types of con- 
trols exercised by the guilds in the Middle 
Ages, the service trades have succeeded in 
securing legislation that severely restricts 
competition. For example, in the barber 
trade, entry is restricted by license laws, 
which sometimes require “good moral char- 
acter” and “adequate training or experi- 
ence”; hours of work have been prescribed; 
and in many states minimum prices are set 
by boards of barber examiners. Similar pro- 
tection from competition has been gained, in 
some states, by beauty-shop operators, 
cleaners and dyers, and laundry operators. 
The present Minnesota law has a general pro- 
vision covering all personal service trades 
which desire to invoke its provisions. The 
technique of legally establishing, with broad 
regulatory powers, administrative boards of 
their own choosing, has been so effective for 
the professions and the service trades that 
merchandise distributors may be expected to 
become dissatisfied with the cruder Fair 
Trade and Unfair Practice laws as devices 
for reducing the sharpness of price competi- 
tion. 


9. CONSUMER STUDIES 


9.1 How 3} Million Illinois Consumers Buy. 
(Springfield, Illinois: Illinois Daily 
Newspaper Markets, Inc., 402 Leland 
Building, 1946.) 


This is the first report of what is expected 
to be an annual consumer analysis of 46 IIli- 
nois markets outside of Chicago. The survey, 
like several other recent studies, follows the 
pattern of the Milwaukee Journal consumer 
analysis. 

The entire report is published in 18 vol- 
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umes, each volume containing from 52 to 240 
pages. Each of these volumes is devoted to a 
specific product group. All in all, brand prefer- 
ence information is presented for over 70 
products, including food products, soaps and 
cleansers, drugs and toiletries, household 
equipment, soft drinks, and cigarettes. The 
data are tabulated by markets and broken 
down according to rental groups. Totals for 
the 45 markets are also given. 

In addition to this 18 volume state-wide 
report, 35 of the 47 cooperating newspapers 
have published individual reports covering 
their own market areas. 


9.2 The 1947 Milwaukee Journal Consumer 
Analysis of the Greater Milwaukee 
Market. (Milwaukee: The Mi/waukee 
Fournal, 1947. Pp. 153.) 


The 24th report of this well-known study 
is based on 7,000 questionnaires filled out 
during January, 1947. A number of new sub- 
jects are included, and a section that ex- 
plains more thoroughly than before the mar- 
ket coverage and the sampling methods has 
been added. In addition, ‘Don’t Know’”’ re- 
sponses to brand name and preference ques- 
tions have been tabulated separately in this 
issue. 

C. R. Conlee, Promotion and Research 
Manager of The Milwaukee Journal states 
that at least ten similar studies for 1947 are 
being planned by others, counting the IIli- 
nois Newspaper Group mentioned in a prior 
item as one. 


9.3 Chicago Times Pantry Poll. No. s. 
(Chicago: Chicago Times, December, 
1946. Pp. 36.) 

The fifth poll takes this continuing con- 
sumer panel inventory of grocery brands well 
into its second year. It is now becoming pos- 
sible in a number of instances to show inter- 
esting trends in brand preferences and shop- 
ping habits. 


9.4 Scholastic Magazines Market Survey. 
(New York: Scholastic Magazines, 220 
E. 42nd Street, n.d. Pp. 58.) 


The Institute of Student Opinion, a co- 
operating group of more than 1500 high 


school newspapers, conducted the survey 
(apparently around April, 1946) under the 
supervision of Scholastic Magazines, which 
sponsors the Institute. About 34,000 ques- 
tionnaires were returned from approximately 
16,000 boys and 18,000 girls, 13 to 19 years 
old, attending 446 schools in 44 states. 
Brand preferences are disclosed for a very 
considerable number of products. In addi- 
tion, considerable data are given on recrea- 
tional habits. Perhaps most novel in this sort 
of survey was the attempt to find out the in- 
fluence which these “teen-agers” exert upon 
family purchases of various products. The 
survey admits that the results obtained here 
were by no means definitive. Moreover, the 
fact that “‘at the time these questionnaires 
were filled out there was still a pronounced 
shortage of most of the products listed,”’ lim- 
its the present value of other findings as well. 


9.5 Red and Green Dollar Food Study. 
(Chicago: Midwest Farm Paper Unit, 
Inc., 6 North Michigan Avenue, 1947. 
Pp. 32.) 

The food buying habits of farm families 
and of city families are compared in this 
study. Eighty families from each category 
kept complete records of all food purchases 
during the last eight months of 1945. The 
families were all of the middle-class income 
group and were located in eight midwestern 
farm states. Red dollars signify purchases of 
packaged foods other than canned goods, 
whereas green dollars stand for foods, includ- 
ing canned goods, which are normally pro- 
duced by farm people for their own use. The 
study includes an analysis by Professor Ro- 
land S. Vaile. 

City families spent an average of $52.51 
per month for all foods, of which $6.015 was 
for packaged foods. Farm families spent a to- 
tal of $33.567 per month, including $8.617 
for packaged foods. Actually, as Professor 
Vaile points out, if meat, poultry, eggs, milk, 
cream, and fresh vegetables are excluded, 
farm families spent more for food than did 
city families. For certain groups of items, 
such as flour, breakfast cereals, sugar and 
other sweetenings, this excess of expenditure 
is quite pronounced. Reasons for these larger 
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expenditures are larger families among the 
farm group, more meals served at home, and 
larger appetites. 


9.6 Shortages are Major Influence in Pres- 
sent Grocery Purchasing Habits. A. R. 
Hahn, Sales Management, January 15, 
1947. 


Based on 508 interviews made in Allen- 
town, Kansas City, South Bend, and Provi- 
dence by A. S. Bennett Associates for Sa/es 
Management, Mr. Hahn concludes that meal 
planning and grocery shopping habits have 
not returned to their prewar pattern because 
of the continuance of shortages. Housewives 
shop more frequently now than formerly; al- 
though 46 per cent of them would prefer to 
shop only once a seek (almost exactly the 
pattern of prewar days), only 21 per cent 
state that they can cover their major grocery 
needs in a single shopping expedition. As a 
logical corollary, the relative significance of 
Friday as the most important shopping day 
of the week has declined as Monday, Tues- 
day and Wednesday have become important 
secondary shopping days. 

The study also concludes that the per- 
sistence of shortages renders impulse buying 
very important since housewives are unable 
to plan in advance for their needs and also 
because they are still alert to buy scarce 
items. 

Of interest, too, are consumer attitudes to- 
ward new kinds of merchandise such as 
frozen foods, dehydrated foods, mixes, new 
cleansers, and coffee concentrates. Some of 
these products have been tried by house- 
wives and gained acceptance, frozen foods 
and mixes particularly, but others, such as 
coffee concentrates and dehydrated foods, 
have been approved by only a small propor- 
tion of the total. 

During the period of shortages brand sub- 
stitution also has occurred frequently, but 78 
per cent of the housewives interviewed indi- 
cated that they would return to their former 
favorites when stocks were again available. 
The survey has even attempted to list the 
brands substituted for Del Monte while the 
brand was in short supply. 

Mr. Hahn cautions the reader that the 


sample is small and possesses limited geo- 
graphical coverage. He might have added 
that the questions used in the survey require 
the respondent to remember clearly and to 
generalize extensively. Results of the study 
should be interpreted with these points in 
mind. 


9.7 University of Illinois (Urbana, Illinois.) 


Dr. P. D. Converse is completing a study 
on County Incomes and Consumer Buying 
Habits With Particular Reference to Christian 
County; and Dr. David J. Luck has in prog- 
ress an investigation of Store Hours for Shop- 
ping Goods Dealers. 


10. COST OF MARKETING 


10.1 University of Oregon (Eugene, Oregon.) 


Dr. N. H. Comish is making a study of op- 
erating costs of different types of Oregon 
stores for 1946. The purpose of the study is to 
determine trends in retailing costs in Oregon 
from 1940 to 1946, and to discover the rela- 
tive number of retailers who made use of op- 
erating costs as guides for future operations. 
(To be completed about December, 1947.) 


10.2 Department of Commerce: Office of 
Domestic Commerce 


The Marketing Division is undertaking a 
study of manufacturers’ cost analyses, meth- 
ods and procedures. The field work is now un- 
der way. 


11. FOREIGN TRADE 


11.1 Department of Commerce and the De- 
partment of State 


With the objective of helping to increase 
peacetime commodity trade with foreign 
countries, more extensive research work is 
being planned in connection with the Jmter- 
national Reference Service and Industrial Ref- 
erence Service. 

The International Reference Service, 
printed in loose-leaf form for ready filing in 
standard three-ring binders, is the official 
medium of the Department of Commerce 
and the Department of State for the dissemi- 
nation of Basic Economic Reports gathered 
throughout the world by foreign-service of- 
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ficers of the United States Government. It 
contains a wide coverage of economic sub- 
jects—Surveys of Foreign Market Areas; 
Appraisal of Transportation Problems; For- 
eign Industrial Development; International 
Shifts in Capital; Foreign Trade Reports; 
Foreign Commercial Laws; Methods of Do- 
ing Business; Costs of Doing Business; Na- 
tional Budgets, Receipts, and Expenditures. 

The Industrial Reference Service, also 
printed in loose-leaf form for ready filing in 
standard three-ring binders, is the official 
medium of the Department of Commerce 
and the Department of State for the dis- 
semination of Basic Commodity Reports 
dealing with both the domestic and foreign 
markets. This service is now issued in 12 
parts, each dealing with a major commodity 
or group of associated commodities. 

These Services are published by the De- 
partment of Commerce and are available on 
a subscription basis. They may be obtained 
from the Superintendent of Documents, 
Washington, D. C., or from any of the field 
offices of the Department of Commerce. 


11.2 Department of Commerce: Bureau of 
the Census 


U. 8. Foreign Trade Statistics: Some Im- 
mediate Questions Posed, is the title of an ar- 
ticle by J. Edward Ely in Foreign Commerce 
Weekly, March 15 and 22, 1947. The discus- 
sion covers some of the immediate problems 
of scope and coverage, prompt reporting, and 
commodity classification that arise in the col- 
lection of foreign trade statistics. 


11.3 University of Washington (Seattle 5, 
Washington.) 


In January 1947 the Bureau of Business 
Research released a study entitled 4 Foreign- 
Trade Zone for Puget Sound: Its Economic 
Desirability and Feasibility, by Charles J. 
Miller. 


11.4 A Study of the South African Market 
For Road Building Equipment. (New 
York: Marketing and Research Divi- 
sion, Dun & Bradstreet, Inc., Janu- 
ary, 1947.) 
The size and nature of the South African 


market for road building, excavating, and 
other construction engineering machinery is 
measured in a report developed for the maga- 
zine, American Exporter. The report shows 
the volume of each general type of such ma- 
chinery sold in the Union of South Africa. 
Principal firms which directly represent 
American manufacturers of the machinery 
are described, as well as principal users of the 
machinery, both government departments 
and private contractors. 

Distributors were surveyed to obtain their 
opinions as to which United States publica- 
tions, with circulation in the Union of South 
Africa, would serve as the best advertising 
media for road building and other heavy con- 
struction machinery. 


11.5 Department of Commerce: Office of In- 
ternational Trade 


An investigation is under way to deter- 
mine the 1947-1948 outlook in Latin American 
countries for the production of handicraft ar- 
ticles that would be available for export. The 
survey was initiated as a result of specific re- 
quests of department stores and specialty 
shop retailers who are represented by the 
National Retail Dry Goods Association. The 
report will include data on production by 
kinds of articles, export trade, prices, pack- 
ing, and special marketing conditions. 


11.6 International Commodity Agreements: 
Hope, Illusion, or Menace? Joseph S. 
Davis. (New York: The Committee 
on International Economic Policy, 
405 West 117th Street, January 1, 
1947. Pp. 81. $.10.) 


Mr. Davis is not optimistic that postwar 
international commodity agreements will 
promote the general welfare to a much 
greater extent than did the prewar agree- 
ments. Their danger lies in the monopolistic 
controls that are effected under intergovern- 
mental auspices. These controls tend to re- 
tard technical progress, encourage high-cost 
producers, ignore economic readjustments of 
production, and prevent the expansion of 
consumption. Producers generally are not 
satisfied with the stated goal of “equilibrium 
prices” but attempt constantly to force 
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higher and higher prices. 

Three principal types of commodity agree- 
ments are discussed in detail: (1) the prewar 
commodity-control agreements which regu- 
lated production and exports, (2) the buffer- 
stock scheme proposed by the British dele- 
gation at the Hot Springs Conference in 
1943, and (3) the surplus-adjustment pat- 
tern which is designed to be transitional and 
temporary. Other types of agreements, such 
as conservation agreements, surplus-disposal 
agreements, and marketing-opportunity 
agreements, are discussed more briefly. 

Mr. Davis believes that there is more 
promise in the long run for international 
commodity agreements that would be inves- 
tigatory and consultative in character. Bod- 
ies established under such agreements would 
have limited powers but would seek workable 
and constructive solutions to commodity 
problems. Their ability to do harm would be 
limited and, if given sufficient opportunity, 
they might accomplish a great deal. 


11.7 National Planning Association (800 21st 
Street, N. W., Washington, D. C.) 


Dr. J. B. Condliffe has prepared for the 
Association a pamphlet, Obstacles to Multi- 
lateral Trade, that describes a policy for re- 
moving barriers to world trade, at the same 
time preserving our tradition of competitive 
enterprise and political liberty. 

The aims of a positive United States trade 
policy should be (1) the creation of a trading 
system based upon private enterprise and 
competitive efficiency into which, as a mini- 
mum, the already developed industrial coun- 
tries may be drawn; (2) more important, the 
prevention of any division of the trading 
world into two opposing blocs; and (3) the 
invention of new methods by which the in- 
dustrially backward peoples may be helped 
to modernize quickly. 


12, COOPERATIVE MARKETING 


12.1 Developments in the Consumers’ Co- 
operative Movement in 1946. Flor- 
ence E. Parker, Monthly Labor Re- 
view, March, 1947. 


Further expansion into new commodity 


lines was one of the outstanding develop- 
ments of consumers’ cooperatives in 1946. 
By early 1947 some 2,300 local associations 
were dealing in electrical appliances. Other 
cooperatives added building supplies, lum- 
ber, dry goods, hardware, and other lines. In 
New York City, Consumers’ Cooperative 
Services, operating seven cafeterias and four 
grocery stores, reported the largest volume of 
business in its history and announced plans 
for a chain of 20 stores. The article does not 
give any figures on total cooperative sales 
volume. 


14. RETAILING 


14.1 Women’s Coats and Suits: Retail Unit 
Sales and Stocks. (New York: Mar- 
keting and Research Division, Dun 
and Bradstreet, Inc., May, 1947.) 


A quarterly study of unit sales and unit 
stocks by pricelines, based on a national cross 
section of approximately 1,200 retail out- 
lets: department, chain, and independent 
stores. The first report is for the quarter 
ended February 28, 1947, and the second re- 
port for the quarter ended May 30, 1947. 

Figures on unit sales and stocks are com- 
piled by price lines for each of the following 
types of garments: women’s coats—trimmed; 
women’s coats—untrimmed; women’s suits; 
girls’ coats; girls’ suits, jackets, skirts and 
slacks. Survey findings show average num- 
ber of weeks’ stock on hand by type of gar- 
ment and by price line, and comparative 
trends from quarter to quarter, for all par- 
ticipating stores and for stores in each Fed- 
eral Reserve District. 

The National Credit Office is conducting a 
parallel survey of women’s clothing manufac- 
turers. 


14.2 Department of Commerce: Office of 
Domestic Commerce 


Merchandise Display, by E. R. Hawkins 
and Carl E. Wolf, Jr., has recently been pub- 
lished. The central purpose of this manual is 
to present methods of enabling greater cus- 
tomer participation in the selection and pur- 
chase of merchandise. This manual is the 
result of a survey of hundreds of department 
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and specialty stores during the war and 
methods devised chiefly to meet manpower 
and merchandise shortages. The most impor- 
tant aspects of the new methods are classifi- 
cation of merchandise from the consumer 
point of view, greater accessibility of mer- 
chandise, specialization of fixtures, better 
use of signs, and flexible payment systems. 
Many of these features of wartime selling are 
being continued because they have been 
found extremely effective. 


14.3 University of Chicago 


Profit-Sharing—A Case Study of Sears, 
Roebuck and Company. (Ph.D. thesis in prog- 
ress.) John E. Jeuck. 


14.4 Ohio State University (Columbus 10, 
Ohio.) 


14.4.1. Merchandising and Management Poli- 
cies for Soda Fountains in the Independent 
Drug Store. (Master’s Thesis.) William H. 
Allen, Jr. 


14.4.2 The Airport as a Marketplace. (Mas- 
ter’s Thesis.) George H. Hayes. 


14.5 Metropolitan Decentralization and the 
Retailer. George J. Eberle, Fourna/ 
of Retailing, December, 1946. 


Great losses in sales, both absolutely and 
percentagewise, were sustained by many 
downtown shopping centers in the prewar 
decade. The figure for New York is estimated 
at $800,000,000; in Los Angeles the decline 
in sales of shopping goods alone amounted to 
$100,000,000, or 39%. A significant part of 
this decline resulted from a shifting in patron- 
age to outlying shopping centers, caused, ac- 
cording to surveys, by consumer dislike of 
the excessive traveling, lost time, added ex- 
pense, congested traffic, parking difficulties, 
crowds, and uninviting environment con- 
nected with shopping trips into the down- 
town area. As a result, the proportion of the 
population of Los Angeles traveling into the 
downtown center has declined to about half 
of that prevailing in the mid-twenties. Study 
of private and public transportation use in 
1939 indicated that less than 20 per cent of 
the persons coming into downtown Los An- 


geles lived beyond 7.5 miles from the center 
whereas 50 per cent of the city’s population 
lived beyond that radius. 

The main retail shopping district logically 
belongs in the downtown business district, 
and it should continue to set the pace for 
outlying centers, but downtown merchants 
must make every effort to overcome the 
handicaps arising from congestion and dis- 
tance, and should further capitalize on the 
advantages of concentration and greater 
variety and assortment which they possess. 


14.6 The A & P Decision. Robert L. Klein, 
Fournal of Retailing, February, 1947. 


This analysis of the monopolistic aspects of 
large chain store operations is based pri- 
marily upon the recent opinion handed down 
by the United States District Court for the 
Eastern District of Illinois in United States 
v. A& P Company (67 Fed. Supp. 626). After 
a description of the organization of the com- 
pany, its operating divisions and subsidiaries 
the author explains the charges that A & P: 
(1) often established price “‘zones”’ in such a 
way as to permit it to undersell local com- 
petitors without impairing the gross margin 
of its stores located in other areas in which 
competition was less stringent, (2) used 
various means to circumvent the effect of 
earlier decisions concerning the illegal receipt 
of brokerage discounts, (3) obtained price 
concessions in return for services, e.g., ad- 
vertising allowances, on terms which osten- 
sibly were available to other firms, but 
which in fact were not; further, such “serv- 
ices’’ often did not represent a real contribu- 
tion by A & P, (4) threatened to engage in 
manufacturing operations in certain fields if 
suppliers therein did not grant concessions 
desired, (5) established discriminatory and 
inconsistent policies of the Atlantic Commis- 
sion Company (fresh produce subsidiary of 
A & P) which enabled the company to ac- 
quire better produce at lower cost, (6) or- 
ganized employee “‘buying brigades” to pur- 
chase low-priced “leader” merchandise of- 
fered by competitors, (7) conspired with sup- 
pliers to set prices and distribution channels, 
(8) secretly backed political pressure groups 
to combat legislation aimed at chain stores. 





THE JOURNAL OF MARKETING 


115 





This report is perhaps not sufficiently criti- 
cal of the court’s views with respect to some 
of the practices considered. For example, it 
apparently accepts without question the con- 
clusion that many services for which A & P 
obtained allowances, such as advertising and 
display, were “merely ordinary services car- 
ried on in order to improve its own sales,” 
not justifying payments by the manufacturer 
who benefited from the activity. Again, the 
claim is made that certain A & P practices 
regarding brokerage forced small producers 
with whom A & P did not deal to use brokers 
to their own disadvantage. This reasoning 
overlooks the fact that brokers have long 
performed a valuable service to small pro- 
ducers in the food field. 

The author summarizes this provocative 
case by reiterating that many of the ques- 
tioned practices of A & P have resulted in 
lowered prices and better merchandise to the 
consumer; in finding the company guilty of 
practices in restrain of trade, therefore, the 
court has decided for “‘free competition” and 
higher prices on the theory that in the long 
run the public will benefit from such a policy. 


17. WHOLESALING 


17.1 Ohio State University (Columbus 10, 
Ohio.) 


Manufacturers’ Agents, an Institutional 
Study. (Master’s Thesis.) Robert J. Keger- 
reis. 


18. FEDERAL, STATE, LOCAL REGULA- 
TION 


18.1 State Regulation of Livestock Markets. 
R. C. Ashby. (Urbana, I]linois: Uni- 
versity of Lllinois Agricultural Ex- 
periment Station. February 20, 1947. 
Pp. 20.) 


Condensed statements of the provisions of 
state laws regulating livestock markets. 


20. MARKETING THEORY 


20.1 Monopoly Pricing with Interrelated 
Costs and Demands. R. H. Coase, 
Economica, November, 1946. 


The theory of pricing advanced by 
Chamberlin and Mrs. Robinson, while more 
useful to marketing men than orthodox 
theories of pure competition, still omitted a 
number of practical considerations involved 
in pricing policy. For one thing, the producer 
or merchant who sells more than one product 
must have difficulty applying the theories of 
Chamberlin and Robinson because they deal 
only with the single-product firm. The pric- 
ing problem involving interrelation of de- 
mand and costs has been treated by mathe- 
matical economists, but at a sacrifice of the 
simplicity of the geometric approach. Mr. 
Coase, in this article, attacks this problem 
from the viewpoint of the non-mathematical 
reader. His analysis indicates the situations 
in which a rise in the demand for one of two 
products sold by a firm may cause a rise in 
the price of either, with an accompanying fall 
in the price of the other, or a fall or rise in the 
price of both. 


20.2 Elasticity of Physical Quantities and 
Flexibility of Unit Prices in the Di- 
mension of Time. Frederick C. Mills, 
Fournal of the American Statistical 
Association, December, 1946. 


In examining a firm’s past records of sales 
and prices to secure a measure of the effect of 
price change on sales volume, the chief prob- 
lem has been that many other elements of the 
picture changed also. Statistical elimination 
of variables such as quality changes in order 
to distill a pure demand curve has proved 
dificult. Mr. Mills, in this article, does not 
attempt to eliminate or hold constant these 
dynamic influences. Instead, he devises a 
measure of correlation between the actual 
price and quantity changes, and argues that 
if continuing uniformities of behavior can be 
detected, either in cyclical or seasonal 
rhythms or in trends, appropriate measures 
of such relationships may be very useful. 


20.3 A Note on the Theory of the Black Mar- 
ket. K. E. Boulding, Canadian 
Fournal of Economics and Political 
Science, February, 1947. 


This application of economic analysis to a 
phenomenon of the war and postwar period is 
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concerned primarily with the problem of 
price determination. In a price-controlled 
economy, the official price for a particular 
commodity normally is set at a point below 
that which would exist in a free market. As a 
result more goods will be demanded than will 
be supplied; hence rationing, formal or in- 
formal, must ensue. Unless price control is 
completely effective, some buyers and some 
sellers will risk penalties and social disap- 
proval in order to carry out transactions at 
prices above the legal maximum. 


The black market price will be determined 
by the intersection of the special black 
market supply curve and the black market 
demand curve. If the black market does not 
encroach upon the legal market supply, that 
is, if goods offered on the black market repre- 
sent only quantities which are produced in 
addition to those offered in the legal market, 
the black market supply curve begins at a 
point at which the free market supply curve 
meets the legal maximum price and there- 
after rises more steeply, reflecting the added 
risk involved. According to Professor Bould- 
ing, the black market demand curve must lie 
to the left of the demand curve which would 
exist in a free market because the amount de- 
manded in the legal market and the black 
market sogether would, of course, be less than 
the total free market demand because of the 
risk and moral obloquy attendant upon black 
market buying. Unfortunately, having re- 
stricted the combined demand curve in this 
fashion, Professor Boulding goes on to use 
the curve as though it represented demand in 
the black market a/one, and thus implies that 
for any given amount supplied on the black 
market, the price must necessarily be less 
than that which might be paid in a free mar- 
ket for a quantity equal to both legal and 
black market volumes. Actually, the demand 
curve of the black market alone is not subject 
to such drastic restrictions and therefore the 
price may be very much higher than Profes- 
sor Boulding suggests. 

The analysis goes on to point out that en- 
croachment of the black market on the legal 
market supply may increase or reduce black 
market prices depending on the quantity so 
obtained and the price necessary to bring it 


into the black market. 

Of added interest is the suggestion that 
this analysis applies to the operation of those 
communist economies that have an “official” 
market in which prices are controlled and a 
“free” market in which prices are allowed to 
find their own level. 


21. PRICES AND PRICE POLICIES 


21.1 The Current Structure of Prices. Louis 
J. Paradiso and Lois H. Rodriguez, 
Survey of Current Business, March, 
1947. 

The rise in wholesale prices from June to 
December 1946, amounting to about 25 pei 
cent, was the sharpest of any six-month 
period in our history. The increase has been 
quite spotty, however, and many prices are 
considerably out of line with the general 
level. Of 675 commodities included in the 
wholesale index, 23 declined in price by an 
average of 19 per cent. Three-fifths of the 
items increased Ig per cent in price, and 68 
items rose by 100 per cent or more. Most of 
the latter are farm products or raw materials. 
In February 1947 the commodity groups 
whose prices were most significantly above 
the general wholesale average were: paints 
and paint materials, meats, lumber, drugs, 
oils and fats, shoes, leather, and cotton goods. 

The authors expect prices of various goods 
to come more nearly into balance during 
1947, with increasing availability of scarce 
goods, lessening demand for nondurables, 
and increasing efficiency of production. 


21.2 University of Illinois (Urbana, Illinois.) 


The results of a study on Maintaining 
Stability in Fluid Milk Markets Through Use 
of Flexible Prices, made by Professor R. W. 
Bartlett, appeared in the April issue of 
Illinois Farm Economics. 


22. GENERAL MARKET STATISTICS 


22.1 Current Market Data For Local Market 
Analysis. Nelson A. Miller, Domestic 
Commerce, January, 1947. 


Determination of market potentials re- 
quires the availability of up-to-date informa- 
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tion on local population, income, employ- 
ment and construction trends. This brief re- 
view of the problem contains a rather long 
list of annual economic series, by states, 
which may be of some help to researchers 
who have not previously encountered such 
series as Sales of War Savings Bonds, Series 
E, and Non-Farm Real Estate Foreclosures 
by the Federal Loan Agency. Certain non- 
governmental sources of current data are 
also mentioned. 


22.2 Where You Can Get Government 
Market Data. Walter P. Burn, 
Printers’ Ink, February 7, 1947. 


A brief, but useful summary of broad 
classes of government market data, contain- 
ing a chart indicating the department or 
agency furnishing the information. 


22.3 68 Per Cent of U. S. Families Received 
65 Per Cent of National Income in 
1946. Daniel Starch, Advertising and 
Selling, March, 1947. 


On the basis of 110,000 interviews, Dr. 
Starch has projected the income distribution 
of U. S. families for 1946. For each of the six 
income classes into which families are 
grouped, he presents the number and per 
cent of families included, the average income, 
the total class income and per cent of all 
national income represented. 

The nature’ of the interview employed to 
obtain the basic information and the method 
of insuring representativeness in the sample 
are not described, which is unfortunate, but 
the reasoning employed to determine many 
of the somewhat complicated projections is 
outlined. The results obtained have been 
constructed with the aid of National Re- 
sources Committee estimates and income tax 
return data and compared with the income 
distribution pattern of magazine-reading- 
families and income tax returns. Emphasis is 
placed on the fact that projections achieved 
by the method used herein square with the 
national income. In comparing his results 
with those obtained by the Bureau of Agri- 
cultural Economics (which found a sub- 
stantially smaller per cent of the units re- 
ceiving incomes above $4,000) Dr. Starch 


points out that spending units, not families, 
were employed as the basic unit by the 
Bureau, and that the Bureau’s projections of 
total income fell far short of most estimates 
of the national income. To further cor- 
roborate his figures, he cites the results ob- 
tained by the Crowell-Collier Publishing 
Company study, which developed a dis- 
tribution pattern essentially the same as his 
own. 

Of the estimated 1946 net national income 
of $150 billion, Dr. Starch finds 10 per cent 
was received by 28 per cent of the families 
($o-$1999), 47 per cent was received by 58 
per cent of the families ($2000-$4999) and 
the remaining 43 per cent was received by 14 
per cent of the families. The average income 
per family was $3750 and the median income 
$2650. 


22.4 The Influence of Education and Age on 
Earning Power. (Philadelphia: The 
Curtis Publishing Company, Inde- 
pendence Square, 1947. Pp. 16.) 


Based on 1940 census data, this study 
analyzes the relationship between a man’s 
education and his earning capacity. Only 
native white males are studied in the release, 
and an appendix indicates which groups have 
been included, and which eliminated. 


22.5 The Postwar Business Population. Mel- 
ville J. Ulmer, Survey of Current 
Business, January, 1947. 


The Department of Commerce series on 
business births and discontinuances is 
brought up to June 30, 1946, in this article, 
which analyzes the changes in number of 
firms by industry group and size of firm. By 
the middle of 1946 the total business popula- 
tion had regained its wartime loss and ex- 
ceeded the prewar peak which was reached in 
September 1941. The increase in number of 
firms from VJ day to June 1946 was the 
sharpest of any period of equal length in our 
history. The increase was not, however, any 
greater than might have been expected on the 
basis of the relationship between business 
population and the “real” gross national 
product in the years 1929-1940, excluding 
government and agriculture. 
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Rates of entry were still high in late 1946 
but were beginning to level off, and some re- 
adjustment in the business population may 
be expected in 1947 because of the large num- 
ber of unseasoned concerns now operating. 


22.6 Domestic Distribution Department, 
Chamber of Commerce of the United 
States 


In its distribution News Letter No. 4, 
March 7, 1947, this Department presents its 
1947 estimates of the number of distribution 
establishments in the United States for 18 
types of retail business and eight types of 
service establishments. Also shown are the 
increase in numbers since 1943, the average 
population per store, and the average annual 
volume of business per store. 


22.7 Department of Commerce: Office of 
Domestic Commerce 


State and Regional Market Data 1939-45. 
This includes some forty economic series in- 
dicative of different activities, suitable for 
appraising quantitatively war-time shifts in 
market potentials. In press. 


22.8 Department of the Interior: Bureau of 
Reclamation 


Of much interest and value as sources of 
basic data in making local market analyses 
are the recent comprehensive reports of the 
Bureau of Reclamation on the Columbia River 
Basin and the Colorado River Basin. Detailed 
information is given on population, agri- 
culture, mining, industrial development, 
markets, transportation, and recreation, in 
both present and prospective terms. 


22.9 British Columbia as a Market. (Vic- 
toria: The Government of the Prov- 
ince of British Columbia, Depart- 
ment of Trade and Industry, 1946. 
Pp. 118.) 


Consisting principally of 79 tables, this 
volume presents an excellent breakdown of 
the consumer market in British Columbia. 
Data cover the following major categories: 
population, where the people reside, charac- 
teristics of the population (race, age, sex, 
marital status, education, religion, and oc- 


cupation), income, tourist traffic and ex- 
penditures, expenditures and buying patterns 
of the resident population, retail and whole- 
sale distributors, and climatic and geographic 
features. A carefully prepared index is a 
valuable added feature. 


22.10 Department of Agriculture: Bureau of 
Agricultural Economics 


Changes in Farming in War and Peace, by 
Sherman E. Johnson. The report summarizes 
the revolutionary changes that have taken 
place in the last quarter ofa century and in- 
dicates the prospective changes in farm out- 
put in relation to potential markets. It con- 
tains much information of basic value in 
making farmer market analyses. 


22.11 A Check on Underenumeration in the 
1940 Census. Daniel O. Price, 
American Sociological Review, Feb- 
ruary, 1947. 


Every census is open to the danger of fail- 
ing to count some of the population. For the 
first time in history we were provided, by the 
First Selective Service Registration, with a 
check on the census which had been taken 
just six and one-half months before. Since the 
Selective Service Registration of October 16, 
1940 was compulsory on all males between 
the ages of 21 and 35, and was backed by 
severe penalties, it may be taken as an ac- 
curate yardstick with which to measure the 
Sixteenth Census of 1940. 

After suitable adjustments for deaths and 
increases in age during the six and one-half 
months interval, it appears that the Census 
underenumerated all males aged 21 to 35 by 
about 3 per cent, and underenumerated Negro 
males by about 13 per cent. If this analysis 
is Correct, it suggests that the Negro market 
may be substantially different from that in- 
dicated by current studies based on Census 
reports. 


23. MARKET AREA STUDIES 


23.1 University of Colorado (Boulder, Colo- 
rado.) 


The Bureau of Business Research has pub- 
lished two wholesale trade area studies, one for 
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Pueblo and another for Grand Junction, as a 
part of the work being done for the Colorado 
Industrial Development Research Board. In- 
vestigations of the profit possibilities of local 
operation of certain industries have also 
been made under this program. 


23.2 University of Maryland (College Park, 
Maryland.) 


The Bureau of Business and Economic Re- 
search has recently published a pamphlet en- 
titled Economic Survey of Allegany County, 
Maryland, which includes data on Cumber- 
land, the county’s largest city. Estimates of 
the trade area and the labor force are in- 


cluded. 


23.3 University of Washington (Seattle 5, 
Washington.) 


The Washington State Tourist Survey, re- 
cently published, presents the results of 12 
months’ study of the visitor trade in this 
state. A Central Montana Market Survey is 
being conducted by personal interviews and 
mail questionnaires to ascertain the trading 
preferences of the people of this district as 
between the Twin Cities and the Seattle- 
Portland area, which compete for this trade. 


24. RESEARCH TECHNIQUE 
24.1 Institute of Market Research 


The Interviewer’s Guide, by Carolyn F. 
Bader, director of the Institute, was pub- 
lished in May. It is designed to give field 
workers an over-all picture of the scope of 
marketing research and detailed instruction 
in the basic techniques of interviewing. The 
author has been hiring, training and supervis- 
ing interviewers for field work for many 
years. Drawing upon this experience she has 
set up the Guide in such a way as “‘to provide 
a standardized and uniform training program 
for the mass of scattered market research in- 
terviewers.”” (Available from the Institute, 
339 Redwood Drive, Webster Groves 19, 
Missouri.) 


24.2 University of Wisconsin (Madison 6, 
Wisconsin.) 


A research study on thesubject of Selection, 


Training and Supervision of Part-Time Field 
Investigators has been completed by Kenneth 
R. Davis, a graduate student. 


24.3 Bibliography on Sampling Procedure. 
(New York: Marketing and Research 
Division, Dun & Bradstreet, Inc., 
March, 1947.) 


Recent articles dealing with the technique 
and application of sampling methods are 
listed in this comprehensive bibliography, 
which also includes many of the classical 
articles on the representative method. The 
bibliography was first developed in 1939 by 
Lester R. Frankel and J. Stevens Stock, as a 
teaching guide. It has been continuously re- 
vised by Mr. Frankel. (Copies may be ob- 
tained without charge from the Marketing 
and Research Division, Dun & Bradstreet, 
Inc., 326 Broadway, New York 8, New York.) 


24.4 An Editorial View of Sampling at Iowa 
State. (Ames, Iowa: Statistical Lab- 
oratory, Lowa State College, n.d. Pp. 
18.) 


A collection of articles that appeared in the 
Des Moines Register late in 1946, affording an 
interesting, non-technical explanation of the 
sampling work done at the Statistical Lab- 
oratory. 


24.5 A Technique of Depth Interviewing. 
William A. Yoell, Printers’ Ink, 
January 31 and February 7, 1947. 


Long, intensive, and informal interviews, 
without benefit of questionnaire, have been 
used for many years in attempts to get at 
consumer attitudes and motivations. The 
method has many weaknesses, most of which 
revolve about the interviewer’s inability to 
dig out the information wanted, his dis- 
crimination and judgment in covering the 
topic, and his absence of capacity to retain 
the facts accurately until he can record them 
after the interview. In order to overcome 
some of these difficulties the so-called 
“camera-action” technique is suggested in 
this article. 

The most promising application of this 
method requires that the interviewer deter- 
mine at the outset whether or not the re- 
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spondent has been engaged within the pre- 
ceding two hours in an activity with which 
the product in question might be concerned. 
For example, in a study of granulated soap 
the interviewer might begin by determining 
how long it had been since the housewife had 
washed the dishes. If more than two hours 
had elapsed, the interview would be termi- 
nated immediately. If less, the investigator 
would ask the respondent to describe, step by 
step and in great detail how she had washed 
the dishes. In effect, this is an attempt to con- 
struct a complete motion study by descrip- 
tion. The time required for building up such 
a word picture takes as much as two hours. 
In the course of the explanation, the house- 
wife may indicate not only how she does 
every part of the job, but also the require- 
ments of the product, the specific reasons or 
causes for product failure, potential improve- 
ments, and possible methods of promotion. 
This information acquires added significance 
when comparisons with other respondents’ 
methods, requirements, and attitudes are 
made. 

If the product with which the study is con- 
cerned is one not likely to have been used 
within the two hour recall period, a less exact 
variation of the technique must be used. In 
this approach, the respondent is asked to 
describe the product in minute detail; 
methods, requirements, and attitudes toward 
the product may appear during this process, 
although it is likely that the investigator will 
have to do a substantial amount of probing 
in order to get best results. 

Obviously the “camera-action”’ technique 
is not adapted to large-scale use. But Mr. 
Yoell believes that a small number of inter- 
views may suffice and that sampling is not of 
major concern because the interviews should 
be obtained from that “homogeneous group, 
B and C in income,” which reportedly before 
the war “accounted for 85 per cent of all re- 
tail sales and represented go per cent of the 
population.”” He very properly emphasizes 
that results should not be statistically 
analyzed or projected. However, a study of 
this type might well be followed up by a sur- 
vey of more formal character designed to ob- 
tain quantitative data concerning informa- 
tion derived from the ‘‘camera-action” study. 


24.6 The Problem of Non-Response in 
Sample Surveys. Morris H. Hansen 
and William N. Hurwitz, Yournal of 
the American Statistical Association, 
December, 1946. 


As a remedy for the bias introduced in a 
sample survey by non-responses, a combina- 
tion of call-backs and increased number of 
original interviews may be used. Minimum 
cost for a given degree of reliability may be 
achieved by the proper allocation of effort as 
between original interviews and call-backs. 
This is especially important when mail ques- 
tionnaires are used, because often an original 
mailing followed by an appropriate number 
of personal interviews with non-respondents 
can yield a given degree of reliability at less 
cost than either mail or personal interviews 
alone. The article presents tables and for- 
mulas that may be used in making such a 
calculation. 


24.7 Good Housekeeping’s New Technique 
for Counting Readers Per Area. 
Printers’ Ink, March 7, 1947. 


Although studies to determine ayerage 
readership per magazine copy are now well 
known, e.g., Life’s Continuing Study of 
Magazine Audiences, the projection of a 
national average for a particular magazine to 
its local circulation in order to determine its 
local audience is invalid because per copy 
readership varies in different communities. 
Dr. Raymond Franzen, in a study made for 
Good Housekeeping, has analyzed sample 
areas and determined that the variation in 
this readership varies systematically accord- 
ing to four characteristics of the local areas. 
The per copy audience increases as: (1) the 
ratio of subscription to newsstand sales in- 
creases, (2) the size of the local community 
decreases, (3) the concentration of popula- 
tion in the community decreases, and (4) 
the percentage of population with high 
school education varies in either direction 
from 40 per cent. Dr. Franzen, checked by 
the Magazine Audience Group, has de- 
veloped a multiple regression formula which 
enables him to estimate with reasonable 
accuracy (he has found a coefficient of 
multiple correlation of .78) the readership 
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per copy of Good Housekeeping in any city 
for which data concerning the four variables 
are available. 


24.8 Organization for Market Research: 
Part II. Operating Methods and 
Company Plans. (New York: Na- 
tional Industrial Conference Board, 
Inc., 247 Park Avenue, Studies in 
Business Policy, No. 19, 1946. Pp. 
92.) 

Part II of this report follows up the quanti- 
tative presentation of marketing research 
practices of Part I (see ouRNAL, July, 1946, 
item No. 24.1) with a qualitative analysis of 
the organization and operating methods of 
the marketing research departments of over 
so companies. 

The first 36 pages of this report are de- 
voted to a general discussion of the following 
topics: position of the department in the 
organizational structure of the company, in- 
ternal organization of the department, func- 
tions performed, operating methods, use of 
outside assistance, budgeting and accounting 
practices, personnel practices, and the abili- 
ties and characteristics of the marketing re- 
search directors. The remainder of the report 
consists of a case study section outlining the 
marketing research organization and operat- 
ing methods of 23 companies, 13 of which are 
identified by the company name. 

The general approach on each topic dis- 
cussed is first to present briefly the various 
alternative practices in use and then to dis- 
cuss at greater length why these practices 
exist. Detailed advantages and disadvan- 
tages of the several procedures are presented 
in most instances. Obviously, the nature of 
the company, its operations, and its products 
are important considerations in determining 
the marketing research policies and practices 
that are being followed. 


24.9 Opportunities in Market Research. 
John H. Platten, Jr. (New York: 
Vocational Guidance Manuals, Inc., 
45 West 45th Street, 1946. Pp. 69. 
$1.00.) 


This volume is concerned with market re- 
search as a field for employment in business. 


The opening chapter gives a brief description 
of the field, including the types of market re- 
search and the importance of market research 
in our economy. Five chapters follow which 
discuss educational preparation for work in 
this field, training that may be obtained in 
other jobs, the types of jobs available in 
market research, the method of looking for a 
job, and the path to advancement. The 
seventh chapter reports two examples of the 
successful use of market research by business 
firms, and the final chapter gives some gen- 
eral information about the field. 

The general approach is practical, and the 
treatment is detailed and specific. In covering 
the wide range of jobs from clerical to execu- 
tive positions, the author manages to give a 
rather complete picture of the various opera- 
tions involved in making a market study. At 
the end of the booklet, the author presents a 
list of selected market research firms and 
organizations and another of colleges and 
universities that give courses in marketing. 
The latter list, while represented as being 
complete, unfortunately is highly selective. 


24.10 Bradford’s Survey and Directory of 
Marketing Research Agencies in the 
United States. Third Edition. Ernest 
S. Bradford. (New York: City Col- 
lege, 1947. Pp. 80.) 

The number of entries in this edition has 
been increased to over 200. New features are 
the inclusion of the research of 12 trade as- 
sociations and a personnel index of all the 
marketing research agencies listed. 


24.11 Notes on the Doolittle Solution. Nancy 
Bruner. Accuracy in the Doolittle 
Solution. Dickson H. Leavens, Econ- 
ometrica, January, 1947. 


Mrs. Bruner has devised a special method 
of carrying out the Doolittle solution of 
simultaneous equations in correlation that 
facilitates checking the calculations. The 
method in essence, consists of rearranging the 
terms in order of size from top to bottom. 

In a supplementary article Mr. Leavens 
points out that Mrs. Bruner’s suggestion is 
one of four methods used in applying the 
Doolittle solution. He finds that it compares 
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very favorably with the other methods when 
the original data vary considerably in size 
and when the net regression coefficients are 
the only information desired. 


24.12 The Application of Work Simplification 
Techniques to Marketing Research. 
Max E. Brunk, Fournal of Farm 
Economics, February, 1947. 


Marketing research, which has been too 
largely devoted to purely descriptive studies 
might well turn towards ‘“‘work simplifica- 
tion” or time and motion study techniques 
as a means of increasing marketing efficiency 
according to the author. His own analysis of 
the steps in packaging Florida celery re- 
sulted in a change in one operation which 
saves 40 per cent in labor time. Although the 
harvesting and packaging operations de- 
scribed in the article are physical-handling 
processes which are more typical of the pro- 
duction than the marketing field, there may 
be many areas in marketing where work sim- 
plification studies would be valuable. 


25. MARKETS—SPECIFIC PRODUCTS 


25.1 What Will Normal Sales Be After Mar- 
ket Saturation? J. M. Moore, 4d- 
vertising and Selling, January, 1947. 


For eight months the Silex Company has 
been carrying out an interesting and well 
planned experiment to throw some light on 
the problem of post-boom market problems. 
Fundamentally the procedure employed in- 
volves the selection of a reasonably isolated 
and fairly normal test market into which 
enough merchandise will be sent to create a 
“saturated” condition, that is, a “normal” 
market. Clearly such a plan possesses many 
complicating variables. A “normal” market 
must be characterized by “‘normal’’ competi- 
tion, both intra- and inter-industry. Mr. 
Moore, Sales Manager of the Company, has 
recognized these factors and by encouraging 
cooperation from other concerns has partially 
created competitive conditions and hopes to 
obtain still more help in this direction. 

After a comprehensive market analysis, 
the market chosen for the test was the 
Peoria area. It is sufficiently small to be 


stocked without too great a drain on the flow 
of goods to the rest of the country; it is 
sufficiently isolated to reduce to a minimum 
attraction of buyers from areas normally out- 
side this market; it possesses small but well- 
diversified industry and did not experience 
extreme dislocations of population or in- 
dustry due to wartime production; and it is 
reasonably representative of the rest of the 
country. 

In the first six months of operation the 
plan resulted in a huge increase in sales over 
the same period in 1940, a 1,760 per cent rise, 
of which about half went to fill up channels of 
distribution. It was quickly found that ad- 
vertising was necessary to inform the public 
of availability and that selling techniques 
had to be improved. When saturation is 
established sales will be related to current 
buying power, providing a ratio that may be 
projected on a national basis. Lack of perfec- 
tion in control over variables, of course, will 
impair the mathematical exactitude of re- 
sults obtained, but the program, to be con- 
tinued for at least two years, may provide in- 
valuable aid in meeting the problems ahead. 


25.2 Frozen Foods: Today and Tomorrow. 
(New York: Super Market Publishing 
Company, Inc., 45 West 45th Street, 
1946. Pp. 48. $0.50.) 

The series of articles originally published 
in Super Market Merchandising (see JOURNAL, 
July, 1946, No. 25.2 for a report on the first 
article) has now been published in pamphlet 
form. The study points out that the frozen 
food pack is still very small in comparison 
with the total supply of fresh and canned 
fruits and vegetables. It is considered un- 
likely that frozen foods will replace fresh 
produce to any great extent for some time. 

Considerable attention is given to the 
problems of the frozen food industry, includ- 
ing the following: (1) the lack of distribution 
facilities, (2) inadequate quality control, and 
(3) transportation and warehousing diffi- 
culties. Much remains to be done before even 
the larger retail outlets are properly equipped 
for the handling of frozen foods. All in all, it 
is expected to be some time before the frozen 
food industry will graduate from a specialty, 
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limited-volume business to one capable of 
utilizing the mass distribution methods of 
supermarkets. 


25.3 A Current Report on 1ro11 Builders in 
742 Communities. (Chicago: Ameri- 
can Builder, 105 West Adams Street, 
January 15, 1947. Pp. 8.) 


This market survey, conducted by mail 
questionnaire, reports the activities of the 
light construction industry during 1946 and 
builders’ plans for 1947. Survey questions 
covered the number of homes and apartment 
houses started and finished in 1946 and the 
number planned for 1947, the community’s 
need for commercial building, and the extent 
to which builders fear competition from pre- 
fabricators. 

The latter part of the survey is concerned 
with the equipment needs of the builders. 
From the survey results, projections are 
made of the market for equipment during the 
next two years. 


25.4 Department of the Interior: Fish and 
Wildlife Service 


25.4.1 Outlook for Production, Distribution, 
and Marketing in the Fisheries and Related 
Industries in 1947. This report, issued in 
March 1947, not only analyzes the demand 
for and supply of fish but indicates the equip- 
ment and supplies needed in the fishing in- 
dustry. 


25.4.2 During the past year, the Service has 
expanded its market news information on the 
Fisheries and related industries. The former 
Fishery Market News has been absorbed in 
the new Commercial Fisheries Review, which 
is published monthly. 


26. MISCELLANEOUS 


26.1 Guidebook to More Profitable Custom- 
er Meetings. (n.p. Automotive Ad- 
vertisers Council, 1946. Pp. 48. 
$3.00.) 


A practical handbook on the planning 
and operation of clinics, meetings, and ex- 
hibits, this volume should be of interest 
especially to manufacturers and wholesalers 


of automotive parts and equipment. Even 
though the study is concerned primarily with 
automotive exhibits, many of the principles 
stated apply equally to all exhibits and 
meetings. 

Topics discussed include an evaluation of 
the various types of meetings that may be 
held and the roles that wholesalers and 
manufacturers should play in order to assure 
profitable meetings. Also presented is a check 
list of important factors to remember in con- 
ducting meetings. 

Inquiries regarding the study should be 
addressed to T. F. Hall, President, Automo- 
tive Advertisers Council, 1201 Michigan 
Boulevard, Racine, Wisconsin. 


26.2 Digests of Principal Research Depart- 
ment Studies. (Philadelphia: The 
Curtis Publishing Company, Inde- 
pendence Square, 1946. Three vol- 
umes.) 


These volumes cover the years 1911-1925, 
1926-1940, and 1941-1945 respectively. 
They describe briefly the manner in which 
each study was made, outline its contents, 
and quote significant passages directly from 
the report. 


26.3 Information Sources for Small Busi- 
ness. James C. Yocum. (Columbus: 
Bureau of Business Research, The 
Ohio State University, 1947. Pp. 59. 
25 cents.) 


An annotated index of principal sources of 
information on problems of establishing and 
operating a small business. It is one of the 
first of a series of Ohio Small Business Hand- 
books being prepared by the Bureau in co- 
operation with the Ohio Small Business 
Commission. 


26.4 Abbreviations Used in Commerce. 
Derso Shybekay. (Minneapolis: The 
author, P.O. Box 324, 1946. Pp. to. 
Mimeographed.) 


The author lists over 250 abbreviations 
of English terms employed in foreign and 
domestic commerce, supplemented by 
shorter lists of abbreviations of Spanish, 
French and German commercial terms. 
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26.5 Effects of Redistribution of Income on 
Consumers’ Expenditures. Harold 
Lubell, The American Economic Re- 
view, March, 1947. 


It has commonly been assumed that re- 
distribution of income would increase total 
consumer expenditures since families in the 
higher income brackets spend a smaller per 
cent of their incomes than those in the lower 
brackets. Mr. Lubell tests this proposition 
against the savings and expenditure figures 
shown, by income groups, in the Bureau of 
Labor Statistics study Spending and Saving 
of the Nation’s Families in Wartime. He finds 
that a redistribution of income so severe as 
to equalize incomes of all families would in- 
crease total expenditures by only 4.1 per 
cent. The chief reason for this result is that 
an increase in income of the low-bracket con- 
sumers would be largely reflected in a reduc- 
tion in dissaving, since families with incomes 
under $1,500, on the average report ex- 
penditures greater than incomes. 

Mr. Lubell believes, however, that low- 
income families tend to understate their in- 
comes. A comparison of data, on identical 
families, from the Social Security Board and 
records of the Bureau of Old Age and Sur- 
vivor’s Insurance shows this understatement 
clearly. After adjusting the BLS data to 
represent low incomes more accurately, Mr. 
Lubell finds that redistribution of income 
which would give equal incomes to all 
families might raise total expenditures as 
much as 6.7 per cent. 


26.6 The Social and Economic Determinants 
of the Distribution of Income in the 
United States. Morris A. Copeland, 
The American Economic Review, 
March, 1947. 


Data on distribution of incomes in 1935- 
36 developed by the National Resources 
Committee, plus estimates for later years 
based on tax return data and national income 
figures, lead the author to the following 
major conclusions regarding factors affecting 
income distribution: (1) Income inequality 
increases as the size of the community in- 
creases, (2) For payrolls and the profits of 
unincorporated business there is a substantial 


degree of inequality of income, (3) Invest- 
ment income is extremely unequally dis- 
tributed, (4) Some modifications in the pat- 
tern of income distribution might affect pro- 
duction favorably. 


26.7 Department of Commerce: Office of 
Domestic Commerce 


State Construction Estimates. The Con- 
struction Division of the Office of Domestic 
Commerce has published a special feature on 
State construction estimates in “Construc- 
tion and Construction Materials” Industry 
Report of March, 1947. The tables presented 
make available for the first time estimates of 
the annual value of construction activity by 
States. This issue contains figures for 1939-46 
for the major types of privately financed 
construction: residential (excluding farm), 
nonresidential building, farm construction, 
and public utility construction. The April 
issue will present corresponding figures for 
the major types of public construction. By 
midyear it is planned to follow up the annual 
estimates with current quarterly series, 
starting with the first quarter of 1947. 


26.8 University of Colorado (Boulder, Colo- 
rado.) 


The Colorado Aviation Development Survey, 
conducted in cooperation with the Engineer- 
ing Experiment Station for The Colorado 
Aeronautics Commission, indicates the basic 
requirements of aviation facilities for more 
than 100 individual communities. 


26.9 Department of Agriculture 


Fertilizers and Lime in the United States. 
This bulletin presents a factual review of 
data relating to resources, production, mar- 
keting, and use of fertilizers and lime. The in- 
formation is of basic importance not only to 
all who are connected with the fertilizer in- 
dustry but also to those concerned in any 
way with our agricultural economy. 


26.10 University of Washington (Seattle 5, 
Washington.) 


The Bureau of Business Research has in 
progress a study by John P. Herring Annual 
Estimates of Labor Force, Employment and 
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Unemployment, for the United States, by 
States, 1900-1940, and another Public Con- 
trol in Industry with Special Reference to the 
Western States, by Julius Roller. 


26.11 Food and Agriculture Organization of 
the United Nations 


Report of the Second Session of the Con- 
ference, September 2-13, 1946. This report 
describes the work and activities of the 
Organization, which includes a Division of 
Economics and Marketing. Last year this 
Division prepared a World Food Survey and a 
World Food Appraisal. 


26.12 The Evasion of Propaganda. Eunice 
Cooper and Maria Jahoda, The 
Fournal of Psychology, January, 
1947. 

Advertisers may find something to worry 
about in this analysis, if there is a carry over. 
From studies of the effects of propaganda on 
prejudiced persons, the authors conclude that 
unconscious resistance cause such persons to 
evade the propaganda by misinterpreting it. 
If the message is presented in the guise of 
entertainment, it is all the easier for the 
prejudiced person to focus on the entertain- 
ment and miss the point of the propaganda. 
If brand loyalties or habits act in the same 
way as prejudices perhaps this sort of un- 
conscious resistance is one of the obstacles in 
the way of the advertiser. Unfortunately, the 
authors offer no solution. 


26.13 Board of Governors of the Federal Re- 
service System 


A paper entitled Economic Survey of the 
United Kingdom, published in the Federal 
Reserve Bulletin of April 1947, is based on a 
British White Paper presented to Parliament 
in February under the title Economic Survey 
of 1947. This paper includes, in addition to a 
detailed survey of the economic situation 
existing in the United Kingdom at the be- 
ginning of 1947, a review of developments 
since the end of the war and an outline of 
economic objectives for the current year. 


26.14 A Free and Responsible Press. (A re- 
print by Fortune of the report of the 
same name published by the Uni- 
versity of Chicago Press, 1947. Pp. 
21.) 


This report is the result of the inquiry 
undertaken by the Commission on the Free- 
dom of the Press headed by Robert M. 
Hutchins. The inquiry was financed by Time, 
Inc., and by Encyclopaedia Britannica, Inc. 

The report concludes that freedom of the 
press is in danger because (1) as an instru- 
ment of mass communication, the impor- 
tance of the press to the people has increased, 
but at the same time fewer people are per- 
mitted to express their ideas through the 
press, (2) service has not been provided ade- 
quate to the needs of the people, and (3) 
those who direct the press have engaged in 
practices of which the people disapprove and 
which they will attempt to regulate. 

It is interesting to note that the Com- 
mission did not find “impressive” evidence 
of the dictation of press policy by advertisers, 
although some examples were cited. 

Some of the recommendations follow: (1) 
that constitutional guarantees of freedom of 
the press be recognized as including radio 
and motion pictures, (2) that libel laws be 
revised to permit the injured person to 
obtain a retraction, (3) that the government 
inform the public of the facts regarding its 
policies, employing media of its own if 
private media are unsatisfactory, (4) that 
agencies of mass communication accept re- 
sponsibility as common carriers of informa- 
tion and discussion, (5) that members of 
the press engage in vigorous mutual criti- 
cism, (6) that the press improve the com- 
petence, independence, and effectiveness of 
its staff, (7) that the radio industry take 
over control of its programs from the ad- 
vertisers, (8) that nonprofit institutions 
enter the communications field, (9) that 
schools of journalism provide a broader and 
more liberal training for their students, and 
(10) that an independent agency appraise 
annually the performance of the press. 
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PrincipLes OF MarketTinG (4th Edition), 
by Harold H. Maynard and Theodore N. 
Beckman. (New York: The Ronald Press 
Company, 1946, Pp. xiv, 736. $5.00.) 


Teachers and students in the field of mar- 
keting will need little introduction to this 
fourth edition of a basic marketing text, first 
introduced in 1927 under the combined 
authorship of Professors Maynard, Weidler 
and Beckman. It is the intention of the re- 
viewer to call attention primarily to the 
changes in emphasis and arrangement of 
topics in this latest edition. 

The authors state that the revision is for 
the purpose of reflecting new information 
made available through the Census of Busi- 
ness and other research activity plus expe- 
rience under the new legislation of the last 
decade and wartime controls. Attention is 
called also to rearrangement of chapter se- 
quence, substantial reworking and addition 
of a number of subjects, more emphasis on 
principles with “the purely descriptive and 
factual phases of the subject being clearly 
subordinated,” and the addition of ques- 
tions and problems at the end of each chap- 
ter. The emphasis on the functional approach 
plus a continuing regard for the consumer 
viewpoint is carried over from previous edi- 
tions. 

A back-to-back comparison of the chap- 
ter headings and pages allotted to the differ- 
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ent subjects does not reflect sweeping 
changes in organization when compared with 
the third revision. Apart from combining the 
Industrial Marketing section with what they 
call Our Wholesaling System the number of 
sections and their sequence remain the same. 
Four retailing chapters have been combined 
into two; two industrial marketing chapters 
have been reduced to one; and two chapters 
on prices have been expanded into three with 
a rearrangement of topics. The chapters on 
cooperatives have been moved forward into 
the retailing and wholesaling sections. Sub- 
stantially more attention is devoted to the 
ultimate consumer and space allotted to 
price has been increased §0 per cent. 

It is within the chapters themselves that 
important changes appear. Statistical data 
throughout the text reflect the latest Census 
of Business reports, and footnotes and legal 
citations are notably current. The excellent 
treatment of marketing costs and efficiency 
has been revamped to a marked degree. One 
is impressed with the thoroughness with 
which the authors have incorporated a 
variety of recent marketing developments 
in such fields as air transportation and cold 
storage in retailing. 

The questions and problems at the end of 
each chapter account for fifty-nine of the 
736 pages of the text. Few of these are simple 
recall questions; rather, they require applica- 
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tion of principles and information given in 
the chapter. The problems are primarily 
brief hypothetical situations which call for a 
solution by the student rather than longer 
case descriptions. 

Some readers may take issue with the fur- 
ther excursion of marketing texts into the 
field of economics. When confronted with 
the topic “Price Determination in Theory” 
in this text the student might well wish he 
had applied himself more thoroughly in ele- 
mentary economics. One of the leaders in 
the marketing field in an earlier review of 
another text cautions that our discussions 
may be those of a “scholarly bystander who 
dissects marketing processes and institutions 
and draws abstractions regarding them.” It 
may be that we should have separate courses 
on marketing theory and marketing practice, 
the latter to meet the interests of students 
seeking information on “how to do it.” 

For a summary statement of the general 
emphasis of the text one can commend the 
authors for achieving their avowed objective 
of ‘‘a more critical and analytical treatment 
with better rounded and more penetrating 
discussions.” It reflects a writing style both 
academic and easy to follow and outline. 
This fourth edition, a thoroughly up-to-date 
revision, makes a most acceptable text for 
the principles course. 

F. A. BABIONE 
University of Toledo 


THe ELvemMents or Marketinec (Third Re- 
vised Edition), by Paul D. Converse and 
Harvey W. Huegy. (New York: Prentice- 
Hall, Inc., 1946. Pp. 795. $4.00.) 


We have here another revision of a gen- 
eral marketing text which has behind it a 
long and successful experience in class rooms 
across the country. Few men in the market- 
ing field are unfamiliar with past editions 
and there is little need to review the general 
contents of the book. 

As with past editions and with editions 
still to come, the authors state their main 
objectives in this revision to be: 
to place more emphasis on marketing principles and 


Policies, to discuss more fully practical marketing deci- 
sions based on understanding of these principles, to add 


important material that has become available since the 
publication of the previous edition, to condense and 
sharpen the discussion of market institutions and com- 
modity marketing, and to reorganize the material to in- 
crease the book’s value as a teaching tool. 


The first of these objectives is easily the 
most important, for development and state- 
ment of marketing principles and theories 
must be stressed in the marketing field. At 
the December meetings of the American 
Marketing Association in Pittsburgh there 
was a great amount of stress placed upon the 
crying need for developing a body of theory 
or principles of a distinctly marketing char- 
acter rather than using theories or principles 
drawn from economics or other related fields. 

Progress in this direction is demonstrated 
in this revision but any marketing students 
who aspire to achieve distinction by con- 
tributions in this direction can rest assured 
that there is still plenty of room in which to 
exercise their talents productively. Drs. Con- 
verse and Huegy would, I am sure, be among 
the first to welcome any such contributions. 

The most notable change in organization, 
according to the authors, is the moving of 
the chapters on prices from near the end to 
near the beginning of the book because of 
the frequent necessity, in teaching, “‘to antic- 
ipate the price chapters in order to givé a 
well rounded class discussion.” Wherever 
students, however, have had a course in 
principles of economics before taking mar- 
keting, as is very commonly the case, this 
change does not seem necessary. The price 
theory in the economics course should suf- 
fice for all early marketing discussions. By 
leaving prices for treatment near the end of 
the course it is possible for students to exam- 
ine price theories in their proper perspective 
and to understand them better. In practice 
prices are established in actual markets as a 
result of the numerous and varied activities 
of all types of middlemen and other market 
functionaries. After studying these institu- 
tions and activities and becoming acquainted 
with the activities that make prices the stu- 
dent will find price theories much more real- 
istic. Whereas a beginning student in eco- 
nomics may consider the concept of imper- 
fect or monopolistic competition highly 
theoretical, the student with a good course 
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of marketing behind him should recognize 
the theory of imperfect competition as an 
attempt of the economist to explain policies 
and practices developed by sellers in order 
to improve their marketing positions. 

One of the virtues of this text, however, 
is that the user can shift the order of the 
chapters freely to suit his own needs without 
diminishing their effectiveness. That is one 
reason why the reviewer has used former 
editions of the text successfully in his classes 
for a number of years and is now making use 
of the new edition. The material in the text 
provides an excellent coverage of the field 
and it can be fitted into an instructor’s own 
outline with little or no difficulty, so that if 
one elects to postpone the subject of prices 
to the end of the course it can be done with- 
out detracting from the value of the chapters. 

As in earlier editions, Converse and Huegy 
undertake to combine the functional, com- 
modity, and institutional approaches, a pro- 
cedure which has a great deal of merit, be- 
cause each method of attack can contribute 
a great deal to a well rounded understanding 
of the field of marketing. It might be sug- 
gested that Part IV, which is a single chapter 
devoted to “The Commodity Approach,” 
be used as an introduction to Part VI on 
“Commodity Marketing.” A considerable 
amount of important material in Part IV is 
concerned with methods of marketing differ- 
ent classes of goods and would probably have 
more meaning for students after they have 
studied the various types of middlemen 
treated in Part V which is entitled ““Market 
Institutions.” 

Continuing a trend started in the previous 
revision, much material has been condensed 
or eliminated to advantage. The chapters on 
transportation and storage have been short- 
ened and combined and the sections on re- 
tailing and on marketing of farm products 
have been improved by reorganization and 
shortening. Even after adding new material, 
total pages of text material have been re- 
duced from 815 in the second revised edition 
to 690. A marked increase in general read- 
ability has resulted from these changes. 

Problems to accompany the text material 
have been retained and fill about 80 pages 


at the end of the volume. Here can be found 
many stimulating and instructive problems 
for written reports and class discussions. Re- 
view questions and an extensive bibliography 
follow each chapter. 

Ear S. FuLtBRook 
University of Nebraska 


MARKETING BY MANUFACTURERS, edited by 
Charles F. Phillips. (Chicago: Richard D. 
Irwin, Inc., 1946. Pp. 639. $5.00.) 


Probably no major phase of business ad- 
ministration has been so neglected by schol- 
ars as sales management. Carefully prepared, 
comprehensive books on the manufacturer’s 
marketing problems and policies are vir- 
tually nonexistent—in a nation which com- 
plains loudly of the costs of distribution. 
Any marketing consultant can testify that 
business men need and would use a really 
good book on the subject. Effective univer- 
sity courses have been restricted for lack of 
suitable texts other than case books. 

Marketing by Manufacturers was designed 
to satisfy these needs. It does so. Soundly 
planned, well written, excellently edited, 
there is every reason to believe that it will 
prove a basic text and handbook. While it 
has its limitations and some are most unfor- 
tunate, this does not alter the fact that the 
book is far and away the best book on the 
subject that this reviewer has seen. 

Marketing by Manufacturers is the joint 
product of eleven different authors, each a 
member of the American Marketing Asso- 
ciation and a recognized authority in his 
field. Harry Tosdal, for example, prepared 
the chapters on selection, compensation, 
training, and management of salesmen. John 
Frederick wrote on warehousing and traffic 
problems, Charles Sandage on advertising. 
Each author not only has had long expe- 
rience in teaching and business but has writ- 
ten extensively in the past. The editor, 
Charles F. Phillips, was editor of the 
JOURNAL OF MARKETING for several years. 

A great many joint undertakings of this 
kind prove unsatisfactory despite the emi- 
nence of individual collaborators. There is 
rarely a carefully drawn, comprehensive 
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plan at the outset. Each author tends to es- 
tablish his own territorial limits, employs his 
own terminology, and writes in a separate 
and distinguishable style. The editor often 
feels hesitant to control his all-star cast. 

These weaknesses are present but not 
serious in Marketing by Manufacturers. There 
was apparently a carefully drawn advance 
plan agreed on by all. The editing has been 
done thoroughly and conscientiously. As a 
result, the book moves from chapter to 
chapter as if it were the product of a single 
author. Most readers will have to refer to 
the Table of Contents to find out otherwise. 

The book is fairly comprehensive in its 
coverage of the subject. There is an excellent 
general introductory section by Ralph Alex- 
ander describing “the distributive machine.” 
Part Two contains a brief commentary on 
the nature of marketing policies and pro- 
ceeds to an exposition of the scope and tech- 
niques of marketing research. 

A chapter (Part 3) by R. R. Butler on de- 
sign and packaging of the product is followed 
by an excellent section (Part 4) by Delbert 
Duncan on channels of distribution. 

The ensuing part (5) on pricing and adver- 
tising, by Harvey Huegy and Charles San- 
dage, is probably the best in the book. The 
material is very well organized. It is pre- 
sented admirably in a simple fluid style 
which brings out each important point. 
There is no effort to oversimplify. Rather, 
complex subjects have been rendered easy 
to understand by careful organization of 
material and good writing. 

Lawrence Lockley and Harry Tosdal are 
completely at home in writing on sales or- 
ganization and the management of salesmen 
(Part 6); and J. H. Frederick and A. H. 
Chute have prepared chapters on warehous- 
ing, traffic problems, inventory control, 
financing of operations, and cost control. 
The final section covers exporting and gov- 
ernment control and aid. An appendix re- 
produces most of the Department of Com- 
merce Check List for the Introduction of New 
Consumer Products, which was prepared orig- 
inally by a committee of the Chicago Chap- 
ter of the American Marketing Association. 

In view of its scope and importance, Mar- 


keting by Manufacturers will be subjected to 
criticisms of every kind. Most of the criti- 
cisms will probably come from readers who 
wish the book gave greater attention to 
problems facing their companies or indus- 
tries. Some will come from students who re- 
sent the necessity of frequent qualifying 
statements. The authors cannot avoid indi- 
cating that solutions to a single problem will 
vary as between companies of different size, 
in different industries, or with different prod- 
uct ranges. 

But there are other and more valid criti- 
cisms to be made. Thus, in the reviewer’s 
opinion, the title is misleading. Marketing 
by Manufacturers is, in fact, a text on sales 
management. It is true that the authors 
draw their illustrations almost exclusively 
from manufacturing industry. A few of the 
book’s comments will probably be significant 
only to manufacturers. But, a selling agent 
in the textile field, a steamship company 
operating cruise and general passage ships, 
a large wholesale hardware or electrical sup- 
ply house, a major quarry, an insurance 
company, or a manufacturers’ representa- 
tive for plastic novelties would gain just as 
much from this book as a producer of pen- 
cils, tires, or steam shovels. 

Some phases of sales management are 
poorly treated. Curiously, this is the case 
with marketing research. There is a chapter 
entitled “Scope of Marketing Research”; 
but it reveals an oddly limited concept of 
scope, at odds with the research suggested 
elsewhere in the book. For some reason an 
effort is made to describe “‘some techniques 
of marketing research,” but the result is a 
reprinting of portions of magazine articles or 
books. 

It is equally regrettable that marketing 
cost control is dismissed after a brief dis- 
cussion of sales budgeting. There is a great 
deal more to the subject of control than is 
indicated, even indirectly, in these pages. 
Similarly, product policy and planning re- 
ceives short shrift in a chapter devoted to 
product design and packaging. There is no 
reference to brand or trade mark policy, to 
length of line (diversification, simplification, 
etc.), to styling, or to package unit. 
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The major omissions concern the broad 
approach to sales promotion (of which ad- 
vertising represents one form), evolution of 
the general sales program, and the nature of 
marketing strategy. These are serious omis- 
sions. It is important for a sales manager to 
approach his job with a full realization of the 
position of his company in his industry, of 
the relation of his industry to others, and of 
the dependence of his sales policies on funda- 
mental economic and institutional conditions. 
When basic economic conditions change, 
when new types of marketing institutions 
develop, when other industries begin to en- 
croach, the sales manager must be prepared 
to reorient his sales policy. Long range stra- 
tegic considerations of this character are 
basic. 

In the same way, it is unfortunate that 
the authors nowhere show how an integrated 
sales program develops. Each subject is 
treated as a separate entity. 

It is true, of course, that the average sales 
manager insists on facing one little problem 
at a time; and he may benefit from these 
chapters in doing so. But he badly needs a 
basic plan, a point of reference for his imme- 
diate and local decisions. That point of refer- 
ence is the comprehensive marketing plan. 

But if some subjects are treated too lightly, 
others are given an uncommon degree of 
consideration. This is particularly true of 
trafic problems, financing of marketing 
operations (sources of short-term funds), 
insurance, and government control and aid. 
No criticism can be raised on this ground. 
Rather, the sound, practical observations of 
such competent authors should be welcomed. 
Chapters on these subjects form a particular 
contribution by virtue of their rarity in gen- 
eral marketing texts. 

Whatever its shortcomings, Marketing by 
Manufacturers will be of great value to bus- 
iness men and to teachers. It will help the 
business man resolve his problems by virtue 
of the wealth of provocative ideas and sug- 
gestions it contains. And it will serve him as 
a handbook and checklist. The professor who 
has long sought a comprehensive, meaty text 
now has one available. Those who use the 
case method of teaching will find that many 


of the chapters in this book will be valuable 
to the student in arming him to think through 
cases intelligently. 

This is a well written, well edited, hand- 
somely bound, moderately priced book. It 
should be in the library of every serious stu- 
dent of marketing and of every major sales 
executive. 

Donatp R. LoncmMan 
New York, N.Y. 


Price-QuanTITy INTERACTIONS IN BuSINESS 
Cyc es, by Frederick C. Mills. (National 
Bureau of Economic Research Inc., New 


York, 1946. Pp. 136. $1.50.) 


Sixty-four series of data showing price, 
quantity, and dollar outlay variations for 
approximately fifty basic commodities have 
been analyzed in an attempt to develop the 
characteristic patterns of behavior of these 
attributes through the business cycle. Each 
monthly observation in the series, after being 
grouped into standard business cycles (the 
well-known short cycles varying from three 
to eight years in length), was expressed as a 
relative of the average value for the cycle. 
These values were then divided into nine 
stages for each cycle and averaged together 
to obtain a single cycle relative for each 
stage. Finally, the stage averages for each 
cycle covered by the particular series of data 
were averaged to secure a single measure of 
cycle behavior for each commodity. 

When the average cycle relative for the 
price was plotted against the average cycle 
relative for the quantity it was possible to 
get both a graphic and an arithmetic repre- 
sentation of the influence of the business 
cycle. The analyses shown in the book for 
groups of commodities bear out the well- 
known facts that durable producers goods 
(copper, lead, steel, etc.) are more sensitive 
to the cycle than non-durable foodstuffs 
(flour, potatoes, sugar, meat products, etc.). 
In general, the findings for individual com- 
modities follow expectations, although con- 
densed milk shows six times the cyclical 
variability of cement! For all the commodi- 
ties taken together, the variations in quan- 
tity relatives through the cycle were about 
the same as the variations in the price rela- 
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tives, although for individual commodities 
such as crude petroleum, the variation was 
almost entirely in price, while for steel rails 
it was almost entirely in quantity produced. 

More interest lies in the analysis of dollar 
outlays by commodities and by groups of 
commodities through the cycle. For each of 
the commodity groups the total outlay in- 
creases during the upward swing of the cycle 
and decreases with the downward swing. In 
the last phase of the downward swing there 
is a counter-cyclical upturn in the dollar 
outlays of foodstuffs, reflecting the market- 
ing of increased quantities at depression low 
prices. The dollar outlay patterns for indivi- 
dual commodities show a remarkably uni- 
form pattern through the successive stages 
of the business cycle, although as might be 
expected, the amplitude is much greater for 
the metals and durable goods classes than it 
is for foods and other consumers goods cov- 
ered by the series. There are interesting vari- 
ations in the inter-stage rates of change for 
different commodity groups which warrant 
careful consideration by students of business 
cycles. 

The major limitations of the study, such 
as the inadequacy of the commodities avail- 
able for study, the concentration of observa- 
tions in the five cycles occurring since 1919, 
and the failure to eliminate trends in the 
intra-cyclical periods are fully recognized 
by the author. Some question might be raised 
concerning the use of simple averages and 
simple percentages in the exploration of the 
data but it is doubtful that the use of more 
complicated methods would have greatly 
modified the conclusions. A more serious 
criticism is the confusion introduced by the 
calculation of the “elasticity” or relative 
quantity change and the “flexibility” or 
relative price change in the inter-stage move- 
ments through the cycle. The terms “elas- 
ticity” and “flexibility” connote rates of 
change as movement is made along a given 
scale, a condition not met in the arbitrary 
division of business cycles into stages or 
phases. More important, the information 
obtained from this labored analogy has little 
value—a distinct contrast to the inter-stage 
changes in dollar outlays mentioned above. 


To the marketing man this book is most 
useful for the methods developed for han- 
dling price, quantity, and dollar outlay data. 
The overall findings, while of interest to 
business cycle specialists, add little or noth- 
ing to the fund of knowledge concerning 
business price policies. 

GeorcE H. Brown 
University of Chicago 


THE TECHNIQUE OF ADVERTISING LayouT 
(New Revised Edition),;- by Frank H. 
Young. (New York: Crown Publishers, 
1946. Pp. 185. $5.00.) 

Not the least of the virtues of this revision 
of the author’s earlier work is the substitu- 
tion of dull-finish paper for the slick paper 
on which the 1935 edition was printed. Not 
only is the elimination of glare helpful to this 
reviewer’s tired old eyes, but I believe that a 
truer feeling of the layouts is conveyed. 

Chief value of “The Technique of Adver- 
tising Layout”’ to the student continues to 
be the clearness of explanation of the prin- 
ciples of design which the author achieves 
with miniature layouts. Particularly valu- 
able to the student are the comparative 
plates illustrating the correct proportioning 
of white space between “‘shape”’ and border, 
movement in the layout, leading the reader’s 
eye, violation of unity, consolidation of 
units, planning an interesting “shape,” 
vertical and horizontal balance, harmony of 
“shape,” and arrangement of white space. 

It is probable that these small pairs of 
“good and bad”’ thumbnails prove of greater 
value in guiding the layout student to an 
understanding of the rather abstract ele- 
ments of design than do the many full-sized 
roughs and comprehensives, excellent though 
they be. 

Comparing the 1935 and the “‘new revised 
and augmented edition,” one finds changes 
in the illustration content, rather than the 
text. And these changes in art are those ne- 
cessitated by changes in style which, of 
course, dated the Jayout—such as those using 
illustrations featuring women’s clothing and 
motor vehicles. 

If one sought to study changes in layout 
style or technique in the 1935-1946 period 
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by comparing the contents of the old and new 
volumes, he would conclude there is very, 
very little in the way of innovation. The 
author, apparently, was never swept away 
by the modernistic display of the 1920’s 
and both volumes ignore the extremes. In 
1935 the author was not too enthused over 
comic strip advertising and bleed pages, and 
he warned against over-enthusiasm regarding 
some of the new typefaces of European 
origin. In the new edition, the author seems 
more or less reconciled to both comic strip 
and bleed techniques and omits his warning 
against the “typographic immigrants.” 

The author lists Caslon Old Style, Gara- 
mond, Kennerly, Cloister, Goudy Old Style, 
Cooper Black, and Bodoni as the advertiser’s 
main standbys, although his single-line speci- 
men plates (unchanged from the 1935 edi- 
tion) include, in addition, Beton, Kabel, 
Weiss, Trafton Script, Futura, and others. 

Reflecting the artists’ repugnance for the 
vulgarities of the marketplace, the author 
believes that the layout artist can achieve 
“order, beauty, and power.” “High pressure 
methods of salesmanship and ugliness,” he 
continues, “will never take the place of good 
taste and a dignified approach.” 

Were the author to ask me for suggestions 
on his next revision, I would urge him to con- 
sider, first, a chapter on visualization. His 
present volume suggests, but does not elabo- 
rate upon, the thought processes which de- 
termine the “heading, text, illustration, 
logotype, and trade mark”’ which the layout 
man is to arrange into an artistic composi- 
tion. 

As a second addition, I would suggest two 
or more examples of the evolution of a layout 
from miniature or esquisse, through “‘rough” 
to the “comprehensive,” pointing out the 
changes in units and arrangements, by whom 
suggested, and why. 

And, as a third addition, I would like him 
to give us a chapter on newspaper color. For 
better or worse, we are apparently going to 
see more ROP newspaper color, and I be- 
lieve that the author’s excellent advice 
would be of value in subduing some of the 
blatancy we may expect in that field. 


University of Illinois Mamnno DD. Sas 


THE PREPARATION AND Use oF VIsuAL Alps, 
by Kenneth B. Haas and Harry Q. Packer. 
(New York: Prentice-Hall, Inc., 1946. Pp. 
224, $4.00.) 


Much has been heard, in recent years, con- 
cerning the use of visual materials as aids to 
educating and training in many areas. Teach- 
ers and training directors alike will welcome 
this compendium of information on visual 
education, as a worth-while contribution to 
the literature of the field. 

In a series of short, concise chapters, in- 
formation is presented about the preparation 
and use of Motion Pictures; Discussional 
Stripfilm and Sound Slidefilm; Training 
Slides; Opaque Projectors; Maps, Charts, 
Graphs and Diagrams; Flash Cards; Posters 
and Manuals; Pictures and Photographs; 
the Blackboard and Bulletin Board; and 
Objects, Specimens, and Models. The con- 
struction and use of a Training Laboratory, 
the conduct of Field Trips, and even the possi- 
bilities of Television as a training aid, are 
additional topics presented. There is an 
exhaustive list of sources of visual aids in one 
of the two appendices. 

The book is copiously illustrated with 
half-tones and line drawings, many of which 
deal with the technical and mechanical as- 
pects of the preparation and use of visual 
aids. The text material is presented in terse, 
understandable form, that will be most help- 
ful to the instructor who wishes to become 
informed on these matters with a minimum 
expenditure of time. 

The book is in the nature of a manual, 
with each chapter a complete unit in itself, 
rather than a moving narrative taking up the 
various visual materials in some sort of 
sequence. As such it provides a well rounded 
story for each topic, certainly a valuable 
feature for this type of reference work. 

The only adverse criticism to which the 
book might be subjected arises from the 
fact that certain instructions, admittedly 
pertinent in each instance, are repeated over 
and over throughout the work. To the reader 
who is interested in only one or a few of the 
topics discussed, this factor would probably 
not be particularly noticeable or objection- 
able. To anyone reading the entire volume at 
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one time, this continued repetition and the 
use of the 1, 2, 3, etc. type of presentation, 
is apt to become somewhat tiresome. The 
presence of a few, rather prominently placed 
typographical errors in spelling detracts 
slightly from this otherwise splendid presen- 
tation of a timely subject. 
H. A. Baker 

Fohn Carroll University, Ohio 


SALES ADMINISTRATION PRINCIPLES AND 
Prosiems (Revised Edition), by B. R. 
Canfield. (Prentice-Hall, Inc., New York, 
1947. Pp. 606. $4.50 [text], $6.00 [trade].) 


A cursory glance at the new edition of R. 
B. Canfield’s popular textbook in sales man- 
agement, long awaited but just recently off 
the press, would lead to the conclusion that 
very few significant changes had been made. 
The table of contents remains about the 
same, the material and illustrations seem 
familiar, and the problems appear much as 
in the first edition published in 1938. 

A more careful reading, however, dis- 
closes that “changes have been made.” The 
material is divided, as before, into six parts, 
dealing respectively with research, sales 
operation, sales control, sales promotion, 
sales policies, and sales abroad. Due to the 
inclusion of two entirely new chapters, one 
dealing with the field of sales administration 
and one with the evaluation of salesmen’s 
performance, parts I and II are slightly 
longer than in the first edition. Parts III, 
IV, V, and VI have been slightly condensed, 
since the new book is approximately fifty 
pages shorter than its predecessor. Much 
new material has been included, especially 
noticeable in the treatment of recruiting and 
selection of salesmen. The impact of World 
War II experience is not neglected in the dis- 
cussion of management functions. Eighteen 
new problems are included with the best ones 
from the former book. New illustrations 
have been added to afford a fresh and mod- 
ernistic tone. 

The chief contribution of the book is to 
provide teachers and students of manage- 
ment with a concise and clearly written state- 
ment of principles involved in the handling 
of the varied management functions, fol- 


lowed by carefully diversified and chosen 
problems illustrating the application of the 
principles discussed. These problems might 
be criticized for lack of sufficient factual 
material to render them intelligible to the 
average student. However this very lack of 
multitudinous details recommends them to 
the reviewer since it permits the teacher to 
shape or interpret each problem in conform- 
ity with his own experience and objectives. 
Little claim to originality of material in the 
book may be advanced. The author has suc- 
ceeded in organizing and presenting his 
material in a logical and “‘teachable” man- 
ner. The book is well written and includes 
sufficient details to explain both sides of de- 
batable questions without becoming tire- 
some. 

Within the scope of one volume it seems 
impossible to cover adequately all of the 
significant phases of distribution manage- 
ment, if it is granted that such would include 
research, planning, the operation and con- 
trol of the sales force, together with sales 
promotion, advertising, and policy deter- 
mination with its manifold ramifications. Mr. 
Canfield recognizes the broad implications of 
sales administration by presenting briefly 
but adequately sufficient material on those 
management activities not directly con- 
cerned with the sales force to indicate their 
relationship and importance. Quite properly, 
it seems to the reviewer, about four fifths 
of the volume concerns itself with problems 
incident to the building, direction and con- 
trol of the sales force itself. This places much 
of the emphasis upon a narrow interpretation 
of sales administration without neglecting 
sufficient discussion of the broader aspects 
to orient and unite the entire field satis- 
factorily. 

Frank H. Beacu 
University of Illinois 


REBUILDING THE Sates Starr, by Saul 
Poliak. (New York: McGraw-Hill Book 
Co., Inc., 1947. Pp. 503. $4.00.) 

“In the field of sales, as in most other 
managerial provinces, probably the largest 
body of information about the performance 
of the job lies, largely inaccessible, in the 
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minds of individual managers and in scat- 
tered publications. It is the purpose of this 
book to bring together in cohesive, usable 
form a portion of that information concerned 
with the selection and training of salesmen.” 

Thus Mr. Poliak declares the objective of 
his book dealing in an exhaustive manner 
with two of the most important and per- 
plexing phases of sales management—the 
selection and the training of the post-war 
sales force. The author has served as reporter 
and editor rather than as producer of new 
material in that he presents a composite of 
the best ideas, techniques and principles 
gleaned from many different types of sales 
organizations and situations. The title of this 
volume suggests an up-to-the-minute point 
of view since these two operative functions 
of distribution are considered with the prob- 
lems of rebuilding following the abnormal 
economic and marketing conditions charac- 
teristic of war years. Due to the wide variety 
of industries covered there should be ideas 
of value to anyone interested in distribution 
management, no matter what his specialized 
field may be. 

About one third of the book concerns it- 
self with the many problems of recruiting 
and selecting the post-war sales force. While 
much of the material presented is familiar to 
students of this phase of management the 
ideas are fresh and stimulating; the reader 
feels he is getting the very latest thought 
and opinion available. The sources of new 
salesmen, with particular emphasis upon the 
recent trend to utilize more fully the college 
graduates as a reservoir of potential talent, 
are adequately treated. The various steps in 
a wisely planned program of selection are 
covered quite fully. Of particular value 
should be the material on scientific tests of 
various sorts as aids to better selection, and 
the contributions made by the weighted ap- 
plication blank and the standardized inter- 
view. While the author in no sense attempts 
to solve the selection problems of any one 
individual he does suggest the best “norms” 
or standards of present day procedure from 
which an effective program may be worked 
out. 

The last two thirds of the book, consisting 


of fourteen chapters, deals with training. 
The fundamentals of a sound training pro- 
gram are set forth clearly. The training or- 
ganization most certain to attain these ob- 
jectives is explained. Job-analysis and its 
important contribution to better training 
is discussed fully. One wonders why the au- 
thor did not include in his treatment of selec- 
tion some material on job-analysis since it 
makes such an essential contribution there 
also. In fact without job-analysis prior to the 
recruiting and selection of the sales force it 
might be concluded that an effective com- 
pletion of later functions of management 
would be jeopardized seriously. The part to 
be played by such aids to training as manu- 
als, films, and other visual aids together with 
a discussion of meetings and field training 
receives up-to-date attention. The lessons 
learned from the selection and training of 
our military personnel are emphasized. 

Believing that the combined experience 
of many successful practitioners is of greater 
value that that of any single individual, Mr. 
Poliak has tried to present a synthesis or 
summarization of present day theory and 
practice. Furthermore, he has emphasized 
the “how to do it” much more than the 
“why we do it this way”’ in his discussion of 
procedures. Quite properly, he stresses con- 
stantly the principle that selection and 
training procedures must be tailor-made for 
each individual concern, rather than being 
lifted bodily from some company that seems 
to have achieved satisfactory results with 
their own plan. 

This book is recommended reading for 
sales managers interested in a more complete, 
analytical and critical appraisal of these 
techniques than is contained in books deal- 
ing with all of the operative functions of 
management. It also makes a distinct con- 
tribution to the literature of this field for 
advanced marketing students desiring to ex- 
plore these subjects more thoroughly than 
is possible in the textbooks now available. 
David Osborne opened this phase of manage- 
ment to more intensive study in his book 
written less than two years ago. Mr. Poliak 
has gone into the matter much more ex- 
haustively and completely, and has pro- 
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duced a book which is valuable both to the 
business man and to the teacher or student. 

Frank H. Beacu 
University of Illinois 


Licht Metats Monopoty, by Charlotte F. 
Muller. (New York: Columbia University 
Press, N. Y. 1946. Pp. 279. $3.00.) 


Mrs. Muller has done an excellent job 
with a difficult subject. Her dissertation is 
based largely on data gleaned from two re- 
cent anti-trust cases, that against the Alu- 
minum Company of America (1937-1945) and 
that of 1942 dealing with magnesium. She 
has also leaned heavily on Donald H. Wal- 
lace, “Market Control in the Aluminum In- 
dustry,” 1937. 

According to the description on the book 
jacket the thesis is ‘‘an economic study of the 
position held by the Aluminum Company of 
America as a monopoly in the aluminum in- 
dustry.”’ The author disavows the intention 
of including ‘‘a detailed picture of the oper- 
ating performance of the aluminum in- 
dustry.” 

The work consists of 248 pages of text di- 
vided into ten chapters. The exact date of 
completion of the study is not given, but 
from the context it appears that it was com- 
pleted before the close of the war. Well 
documented on the whole and equipped with 
a good index, the reader looks in vain for a 
bibliography. 

Mrs. Muller’s contribution is difficult to 
appraise. Tackling an unusually complex 
industry at a time when _ tremendous 
changes were taking place, she has had to 
limit herself pretty largely to a review of 
historical records with a brief glance ahead. 
Her first chapter entitled ““The Market for 
Light Metals” is a good brief review of the 
major factors affecting both aluminum and 
magnesium. The second chapter covers raw 
materials, production, and control in a simi- 
lar résumé. One could question such a state- 
ment about Alcoa as, “It is still the domi- 
nant firm, accounting for 93% of the 1943 
capacity” (p. 34). But while it is true that 
Alcoa operated plants with over 90% of the 
United States capacity it owned but 40%, 
the government owning about 50%. Today 


Alcoa owns 54% of the effective capacity 
while Reynolds operates 30% and Kaiser 
interests about 16%. Both Reynolds and 
Kaiser have bought as well as leased govern- 
ment-built plants. Alcoa remains the domi- 
nant firm but is now far from enjoying the 
monopoly position of prewar years. 

In the next six chapters Mrs. Muller de- 
velops her main thesis of “‘just how a nation- 
al monopoly arises” emphasizing the three 
factors of power, cartel relations, and mag- 
nesium. It is in these chapters that she intro- 
duces data gleaned from the recent cases, 
some of which was not available to earlier 
students. Throughout the treatment this 
reviewer gains the impression that Alcoa’s 
sins are stressed at the expense of what few 
virtues she may have had. The author rarely 
gives Alcoa the benefit of a doubt. Thus the 
very great difficulties of opening up markets 
for a new metal which had to be overcome 
are not given as much emphasis as they de- 
serve. Those difficulties had not been over- 
come by the time the original patents ex- 
pired and were certainly one reason why ag- 
gressive competition did not develop. Mrs. 
Muller does mention the correlative fact 
“it is difficult to avoid the conclusion that 
the power investment imposes a barrier to 
newcomers in the aluminum field”’ (p. 69). 
She does her best, however, to avoid that 
conclusion. The heavy investment required 
to produce aluminum coupled with the rela- 
tive small and very slowly expanding market 
did not offer conditions conducive to the 
growth of competition quite apart from 
Alcoa’s persistent efforts to maintain con- 
trol. 

In her chapter on “‘How Monopoly Grew,” 
Mrs. Muller has an excellent discussion on 
how the shortage of aluminum experts 
guarded the aluminum monopoly. Would-be 
competitors have discovered that technical 
“know-how’’ is essential to successful opera- 
tion of aluminum pots, which may prove 
very tricky for so simple-seeming a process. 
Apart from foreign countries Alcoa was the 
only source of such practical men. Alcoa 
could not be blamed for this condition, how- 
ever serious her other transgressions may 
have been. And Mrs. Muller makes out quite 
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a case for these sins of commission. The fact 
should be put into the record, however, that 
despite frequent, almost continuous scrutiny 
by the government, the courts did not find 
Alcoa guilty until 1945. Writing before the 
final decision, Professor Robert Mosse states, 
“Tt is always difficult to arrive at an objec- 
tive evaluation of such claims and counter- 
claims, and especially so in this case where a 
definite monopoly has existed in the eyes of 
economists but where the courts have found 
in the evidence coming before them no proof 
of monopoly in restraint of trade” (A/u- 
minum, An Industrial Marketing Appraisal, 
Engle, Gregory, and Mosse, Richard D. 
Irwin, Inc., Chicago, IIl., 1944, p. 160). 

The war, of course, changed radically the 
entire structure and functioning of the 
aluminum industry as Mrs. Muller brings 
out in Chapter IX. Her facts are essentially 
accurate. However, her relentless pursuit of 
her monopoly thesis apparently blinds her 
to certain other implications. First of all, it 
is kicking against the pricks to pick flaws in 
the wartime policy of the government when 
the government was composed of the best 
American citizens that could be induced to 
serve and when practically no one in America 
had even a vague conception in 1939 or 1940 
of the ultimate magnitude of the war effort 
which we would have to put forth. The vast 
majority of American citizens fondly hoped 
we could keep out of the war. As late as 
November, 1941, I was challenged for sug- 
gesting in an address in a West Coast city 
that we were preparing for war. My critics 
believed we were merely preparing for na- 
tional defense. I found the same thinking to 
prevail throughout the country in the months 
before the war. I, therefore, do not blame 
the government, much less Alcoa, for not 
having more vision than was humanly pos- 
sible. The same experience was had with 
steel and other strategic and critical mate- 
rials. We had no idea of the vast quantities 
which would be required. 

Moreover, Alcoa deserves the greatest 
credit for an unexcelled war performance. 
Few industries invested as large a share of 
their own funds in an expansion program 
which they firmly believed would leave them 


with an excess capacity after the war. Few 
firms contributed as freely as Alcoa in build- 
ing D.P.C. plants incorporating the most ad- 
vanced techniques and pushing them through 
to early completion and effective operation. 
Indeed, Alcoa, by building plants for the 
government which were more modern than 
most of their own old equipment, opened 
the way for postwar competition. Reynolds 
and Kaiser now reap the benefit of Alcoa’s 
“know-how” in plant construction. And it 
must be remembered that regardless of early 
blunders in policy based on ignorance of re- 
quirements for all-out war, aluminum pro- 
duction was not too little or too late to pave 
the way to victory. 

The same justification applies in a degree 
to the ill-advised policy of the government 
in the Shipshaw transaction which Mrs. 
Muller criticizes. There were undoubtedly 
better ways to have obtained the same re- 
sults. At the time it was not easy to pick the 
best method as it is now. The cost was higher 
than it might have been but we got the alu- 
minum in time. Unfortunately, as Mrs. Muller 
points out, we may face future problems as a 
consequence 

One may doubt, however, that “Alcan will 
indeed be able to lead the world in aluminum 
production” after the war or that “Because 
of low power and labor costs, Shipsaw will 
be in an advantageous position to meet com- 
petition from any D.P.C. aluminum plants 
in the United States which might pass into 
independent hands after the war” (p. 95). 
Actually, there are two D.P.C. built plants 
in the Pacific Northwest which, under favor- 
able circumstances might be able to produce 
aluminum at costs approximating those of 
Shipsaw. Canada’s war-peak capacity was 
about 500,000 metric tons or about half that 
of the United States. Estimated effective 
postwar capacity is 160,000 metric tons for 
Canada and 700,000 metric tons for the 
United States. These estimates are based on 
a United States demand for 700,000 metric 
tons and Canadian consumption of 40,000 
metric tons with exports of 120,000 metric 
tons. 

In her final chapter Mrs. Muller examines 
the role of government in developing the 
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aluminum monopoly. She reviews past 
policies and suggests a future course of action 
designed to eliminate monopoly. Monopoly 
was fostered first by patent laws, second by 
tariffs, third by war orders in two wars, and 
throughout “by the government’s passive 
assistance in tolerating monopolistic activi- 
ties, or, at best, in tardily deploring past 
events” (p. 235). She summarizes the recent 
court decision and suggests her own solution 
of the problem. The government should en- 
courage a wider market by tariff reductions; 
by encouraging competition from magnesium 
and other substitutes; by legal action against 
abuse of patents and licensing by Alcoa; by 
persuading “the Canadian government to 
take parallel action affecting Alted”; by 
either lease, or sale, or government operation 
of D.P.C. plants; and/or by price control. 

We now know what Mrs. Muller did not 
know at the time she wrote her excellent 
thesis. Government policy has been to sell 
and lease aluminum plants to competitors 
of Alcoa. Reynolds Metals Co. has taken over 
bauxite refining, aluminum reduction, and 
fabricating plants to round out a well inte- 
grated program. Henry Kaiser’s Perma- 
nente Metals Division has entered the alu- 
minum industry as well as remained in mag- 
nesium. His interests now include bauxite 
refining capacity, aluminum reduction plants, 
a rolling mill and other related activities. 
Thus there is promise of at least three inte- 
grated companies in aluminum where one 
flourished before the war. 

Mrs. Muller rightly predicted that “The 
real future of the industry depends on the 
development of new markets.” Contrary to 
other forecasts she believed that even if 
monopoly were broken up “government 
aluminum facilities could not be operated 
for some time at or near capacity, unless the 
government were to accumulate vast stock- 
piles of aluminum. Only after the gradual, 
firm establishment of competition would 
markets be large enough to warrant capacity 
operation of all the economical facilities now 
available” (p. 222). Actually, the postwar 
market has been so large that all economical 
government-built aluminum plants are now 
or soon will be in capacity operation. Partly 


because of the scarcity of competing building 
materials, partly because of the widespread 
war-bred familiarity with aluminum, and 
partly because of the fact that the price of 
aluminum has remained low while other 
prices have risen, the market for aluminum 
has exceeded even the most optimistic fore- 
casts. 

In view of the exceptionally competent 
job Mrs. Muller has done one hesitates to 
call attention to an occasional slip. In foot- 
note 38, p. 48, the large electrodes made 
from anthracite probably should refer to re- 
duction-pot linings since electrodes are not 
used in the manufacture of alumina. On p. 
208 reference to the Columbia Metals alu- 
mina-from-clay plant built by D.P.C. near 
Salem, Oregon is omitted in the list of non- 
bauxitic projects. It is also inaccurate to 
imply that there is any connection between 
aluminum and magnesium production (see 
p. 252); they are entirely unrelated processes. 
Even in the fabrication, apart from use in 
alloying, little integration is possible. These 
are obviously very minor slips and detract 
little from the fine piece of work Mrs. Muller 
has done. 

NATHANAEL H. ENGLE 
University of Washington 


OuTPUT AND PRODUCTIVITY IN THE ELECTRIC 
AND Gas UTILITIES, 1899-1942, by Jacob 
Martin Gould. (New York: National 
Bureau of Economic Research, Inc., 1946. 
Pp. 195. $3.00.) 


This is the tenth in a series dealing with 
the employment and productivity of Ameri- 
can Industry in the Twentieth Century. 
Others relate to manufacturing and agricul- 
ture. The object of the Bureau is to ascertain, 
present, and interpret important facts in a 
scientific and impartial manner. 

That the book treats the utility industry 
as a statistical phenomena is both its strength 
and its weakness—strength in that it makes 
it comparable with the other fields covered 
by the Bureau but weak in that it neglects 
technological considerations and is very 
difficult to read and assimilate. 

The sources for the data upon which the 
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study was based were the United States 
Census of Manufacturers, together with the 
Edison Electrical Institute and the Federal 
Power Commission for the electrical data and 
the American Gas Association for the gas 
data. The data for the electrical industry 
are corrected and weighted for changes in 
rates, changes in prime movers, changes in 
power sources, changes in distribution meth- 
ods, changes in markets, gaps in the data. 
The gas industry figures are handled in a 
similar way; the effort there is to correct for 
changes in manufacturing techniques, dis- 
tribution techniques and the effects of nat- 
ural gas on the industry. 

The results appear as index numbers, com- 
parable over the 43 year period. The output 
per man, the output in terms of input and 
the output in terms of investment are statis- 
tically treated and are interesting for com- 
parison with other industries. There are 42 
pages of appendix covering the statistical 
and higher mathematical procedures. In 
fact, the book can only be intelligently read 
by a statistician and could best be inter- 
preted and evaluated by one. 

Rosert S. STAINTON 
Case School of Applied Science, 
Cleveland, O. 


Books RECEIVED 


Sales Managers Handbook (5th Edition), by John Cam- 
eron Aspley (Editor). (The Dartnell Corp., Chicago, 
1947. Pp. 1101. $10.00.) 


In the fifth edition of this handbook the author has 
brought up to date certain, basic data which appeared 
in earlier editions but has completely revised most sec- 
tions. He states in a foreword that “The great bulk of 
the content is entirely new and the whole approach to 
the over-all saies management problem is different. 
Greater weight has been given to the social responsibil- 
ity of salesmen and sales executives. More weight has 
been given to human values in the relationship of em- 
ployee and employer.” 

All aspects of sales management are treated and valu- 
able statistical material provided. Specific subjects cov- 
ered include marketing and distribution trends, sales 
research, market analysis, competitive practices, trade- 
marks, prices and discounts, budgeting, organization, 
compensation, training, retraining, use of films, controls, 
promotional methods, and advertising. 

It is difficult in an undertaking of this magnitude, 
under production conditions as they exist today, to 
have all material thoroughly up-to-date at the time of 


publication. This fact is particularly noticeable in the 
chapter on trade-marks where all material is presented 
in terms of conditions that existed before the new Lan- 
ham Law. But even with such a possible weakness, which 
is understandable, the new edition of the Handbook 
should serve as a highly valuable aid to those engaged 
or interested in sales management. 


Commercial Broadcasting Pioneer, by Wm. Peck Ban- 
ning. (Cambridge, Mass.: Harvard University Press, 
1946. Pp. 308. $3.50.) 


This is the story of the part played by the American 
Telephone & Telegraph Company in the development of 
commercial broadcasting. It details the establishment of 
station WEAF and its operation by A T & T as a test of 
“toll broadcasting”; how “sponsored” programs origi- 
nated; how the company utilized its long distance lines 
for historic “remote control” broadcasts; and how net- 
work broadcasting began. 

The author was associated with A T & T for many 
years in an executive capacity and was commissioned to 
prepare this history for internal company consumption. 
When the manuscript was completed it was decided to 
also use the material to further public relations. 

The book is published by the Business Historical So- 
ciety of Harvard University but such publication “does 
not involve a guarantee of facts or generalizations.” An 
indication of the relation of the Society to this publica- 
tion as well as the flavor of the book is gained from the 
following comment by Professor Gras in an “editorial 
introduction.” 

““At times we have thought of suggesting to the au- 
thor that the complimentary passages and fine enthu- 
siasms be eliminated because they might be objec- 
tionable to realistic readers. Then, in passage after pas- 
sage, we realized that the author was expressing true 
feeling and that this feeling has been and is a germinat- 
ing and dynamic force in the whole Bell System. More- 
over, it is of great importance to business history to 
have examples of employee attitudes in large corpora- 
tions. Since the book was written for inside use rather 
than for public consumption, indeed, the expression of 
enthusiasms, mutually shared by other employees and 
participants, becomes a vital part of the flavor of the 
book and of the essence of the record.” 


Tested Advertising Methods (Revised), by John Caples. 
(New York: Harper & Bros., 1947. Pp. 276. $3.50.) 


John Caples’ revision of his excellent book Tested Ad- 
vertising Methods is not basically different from the 
former edition. However the material presented is of 
such vital concern that all advertisers who read the orig- 
inal should reexamine the philosophy as presented in the 
new edition, and it is a must for those not familiar with 
the first edition. 

The book is not a treatise on methods of testing ad- 
vertising effectiveness but rather one dealing with ad- 
vertising methods that have demonstrated their ability 
or lack of ability to produce results. Caples has de- 
pended largely on inquiry pull as a basis for checking 
methods. 
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Teachers should find the book an excellent supple- 
ment in both “principles” and “‘copy”’ courses. 


A Free and Responsible Press—Commission on Freedom 
of the Press. (Chicago: The University of Chicago 
Press, 1947. Pp. 139. $2.00.) 


The report of the Commission on Freedom of the 
Press has been reviewed in many general publications. 
Readers of the JouRNAL OF MARKETING should be con- 
cerned with the findings and observations of the Com- 
mission. Of particular concern are those parts dealing 
with concentration of ownership of the press and the in- 
fluence of owner bias on freedom; pressures exerted by 
the audience and how such pressures are being met; and 
the validity of criticisms to the effect that the press is 
dominated by its advertisers. 

On the latter point the report states “the evidence of 
dictation of policy by advertisers is not impressive. 
Such dictation seems to occur among the weaker units” 
(p. 62). Greater criticism is made of radio than of news- 
papers and the Commission recommends “that the ra- 
dio industry take control of its programs and treat ad- 
vertising as it is treated by the best newspapers” (p. 95). 

Both advertisers and advertising media should give 
considered attention to the recommendations concern- 
ing self-regulation. Unless this is done there might be 
greater reason for government regulation. 


Servicing and Sales—Dartnell Report No. 552. (Chicago: 
The Dartnell Corp., Publishers, 1947. Pp. 27. $7.50.) 


A report which sets forth the results of a survey of 
service practices and intentions of 20 representative 
companies in the United States. Attention is given to 
the importance of service, organizational set up for ren- 
dering adequate service, costs, and training service per- 
sonnel. 

The report is presented in loose-leaf form and well il- 
lustrated. Reproductions of various paper controls are 
provided. Practices of individual companies are detailed. 
Material is also presented to “sell” prospective person- 
nel on the financial rewards to be secured in various 
types of service work. 

Servicing and Sales is a valuable publication for those 
companies and persons engaged in operations where 
service is an important feature. 


Directory of Advertising and Marketing Education in the 
United States, prepared under direction of Alfred T. 
Falk. (New York: Bureau of Research & Education, 
Advertising Federation of America, 1947. Pp. 47. 
$2.50.) 


This directory contains a detailed listing of the 
courses in advertising, marketing, selling, retailing, and 
other subjects in the field of commodity distribution, of- 
fered by all the degree-granting colleges and universi- 
ties, together with a compilation of correspondence 
courses in these subjects available through universities 
and private home study schools, and a description of 
courses offered by local Advertising Clubs. 

A total of 796 colleges and universities are listed in the 
current directory. This number includes all institutions 


in the United States and its territories which grant 
standard degrees, “excepting only those purely profes- 
sional or highly technical schools which offer no liberal 
arts or business courses.” In the detailed listing of 
courses the institutions are arranged geographically, and 
in a separate section the schools are entered alpha- 
betically, with page references to the geographic section. 

Pointing out the trend in education toward greater 
emphasis on subjects having to do with the distribution 
of goods and services, the Federation study reveals that 
the number of collegiate institutions offering at least 
some subjects directly related to commodity distribu- 
tion has increased by 80 per cent in the fifteen years 
which have elapsed since the 1931 directory published 
by the AFA. 

As to the teaching of advertising, the report indicates 
that the number of colleges and universities covering at 
least the main essentials of advertising which was 168 
fifteen years ago, is now 266, an increase of 58 per cent. 


How to Create and Select Winning Advertisements, Rich- 
ard Manville. (New York: Harper & Bros., 1947. Pp. 
70. $1.50.) 


This little book (70 pages) is not new but rather a sec- 
ond edition of one first published in 1941. It contains 
articles that appeared originally in Printers’ Ink. The 
author comments, “that not a phrase, not a comma has 
shown need of change since the first edition of 1941 
[which] confirms my faith in the technique as originally 
set down.” 

Subjects discussed in the book include principle of au- 
dience selection, relevancy in copy, specificness in copy, 
believableness, pre-evaluation as a tool to sharpen judg- 
ment, and avoidance of tricky factors in evaluating an 
advertising program. The book is copiously illustrated 
with advertisements in pairs to show factors which pre- 
sumably accounted for increased inquiry pull or sales by 
the better advertisement. 

The book should be in the library of all teachers and 
practitioners of advertising. 


Wherever Men Trade by Isaac F. Marcosson. (New 
York: Dodd, Mead & Co., 1945. Pp. 263. $3.00.) 


The tenor of this book is well characterized by the fol- 
lowing excerpt from a digest by the Publisher: 

“In telling the story of the invention of the cash 
register and its development, Mr. Marcosson re- 
creates the social, political and business conditions 
which characterized the march of our industrial revo- 
lution—from the Prince Albert coats, bustles, gas- 
light and wooden Indians of the late seventies to the 
streamlined civilization of today. 

“Throughout, the pages are alive with great Ameri- 
can personalities—such figures as John H. Patterson, 
industrial seer and prophet; Colonel E. A. Deeds; 
C. F. Kettering; S. C. Allyn, and others directly con- 
nected with National Cash Register. Inevitably the 
growth of the cash register as a tool of business be- 
came a part of the change of business methods and 
philosophies, and these growths and improvements 
make a dramatic story.” 
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Radio Salesmanship, by B. J. Palmer. (Davenport, 
Iowa, Central Broadcasting Co., 1947. $3.50.) 


The first five editions of this publication were dis- 
tributed without cost by Col. Palmer. This new edition 
is greatly increased in size, nicely bound, and printed 
on good stock, and is offered for sale rather than given 
away. 

Palmer believes in the use of epigrams and the elimi- 
nation of all unnecessary verbiage. The following state- 
ment from the preface gives something of the objective 
of the book as well as a sample of writing with a mini- 
mum number of words: “Author suggests writing and 
rewriting copy many times, each time eliminating sur- 
plus words, boiling essence of thot and expression; cut- 
ting negatives; building for ear language”’ (p. 11). Many 
actual radio commercials have been severely edited by 
the author to illustrate how reduction in words can im- 
prove rather than injure copy. 

The book should prove of value to both radio station 
personnel and radio advertisers. 


The New Trade-Mark Manual by Daphne Robert. 
(Washington, D. C.: The Bureau of National Affairs, 
Inc., 1947. Pp. 395. $6.50.) 

Persons who deal in aspects of marketing and adver- 
tising in which trade-marks and trade names play an 
important part must concern themselves with the Lan- 
ham Law which went into effect July 5, 1947. Many 
magazine articles and several books dealing with this 
subject have appeared since this new law was approved 
in July 1946. The Robert book can be commended as a 
worthy addition to this literature. 


The book carries a sub-title “A handbook on protec- 
tion of trade-marks in interstate commerce.” Contents 
indicate that the sub-title is correctly applied. Readers 
will find a clear presentation of the kinds of marks that 
can secure government protection, how rights are ac- 
quired, procedure for registration, how new procedures 
differ from previous practice, effect of registration, and 
remedies for infringement. An excellent appendix gives 
the text of the Lanham Act, Senate and House reports 
on the Bill, and other pertinent material. 


Cartels in Action, by George W. Stocking and Myron W. 
Watkins. (The Twentieth Century Fund, 1946. Pp. 
533- $4.00.) 


Cartels in Action is a “case book” on international 
cartels: A factual account of the origins and operations 
of cartel arrangements in eight fields in which they have 
played an important role: sugar, rubber, nitrogen, steel, 
aluminum, magnesium, incandescent electric lamps, and 
chemicals. 

Material presented indicates a definite trend toward 
concentrated action or collective controls ii economic 
affairs, with or without government sanction. The book 
is well documented and should provide a basis for stim- 
ulating critical thought concerning influence which col- 
lective controls exerts on restriction of production, main- 
tenance of unnecessarily high prices, and interference 
with major national undertakings such as war. It should 
also produce concern over the question of whether some 
sort of government action might be advisable to check 
the trend toward concentrated action by business agen- 
cies in our economy. 
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A.M.A. Notes 


HARVEY W. HUEGY 
Editor 








The Board of Directors recently voted to 
list in the JouRNAL the name and business 
connection of new members of the Associa- 
tion. This list shows the members, through 
April 15, who were accepted too late to be 
listed in the 1947 Roster. 


1947 A.M.A. Members Nor Listed 1n 1947 Roster 


Allen, William H., Jr. 

Ohio State University, Columbus, Ohio 
Armstrong, Robert B. 

Office of Price Administration, Washington, D. C. 
Asplund, Robert K. 

Lane Wells Co., Pasadena, Calif. 
Barton, Roger 

Advertising & Selling, New York, N. Y. 
Beatty, William W. 

Pittsburgh Sun-Telegraph, Pittsburgh, Pa. 
Beavan, B. A. 

SKF Industries, Philadelphia, Pa. 
Beimel, Eugene 

University of Pennsylvania, Philadelphia, Pa. 
Bendel, Victor D. 

Booth Fisheries Corp., Chicago, Ill. 
Benner, Pierce 

Westinghouse Electric Corp., Pittsburgh, Pa. 
Bennett, William R. 

University of Illinois, Urbana, Ill. 
Blick, Milton H. 

Shaef Trading Corp., New York, N. Y. 
Boyle, C. R. 

The H. D. Lee Company, Kansas City, Mo. 
Brett, Charles K. 

Parents’ Institute, New York, N. Y. 
Brown, C. R. 

General Electric Co., Schenectady, N. Y. 
Bush, Arthur E. 

Detroit Edison Co., Detroit, Mich. 
Capocelli, Renato, Jr. 

Graduate School of Business, Stanford University, 

Calif. 

Carberry, Francis X. 

Georgia School of Technology, Atlanta, Ga. 
Carrier, P. G. 

Building Products Limited, Montreal, P. Q., Canada 
Carroll, J. F. 

American Stores Co., Philadelphia, Pa. 
Clauss, Ray 

St. Louis Globe-Democrat, St. Louis, Mo. 


Clifford, J. Lawrence, Jr. 

The National Brewing Co., Inc., Baltimore, Md. 
Coble, James Arthur 

Socony-Vacuum Oil Co., Inc., New York, N. Y. 
Cochran, Andrew J. 

“The Man on the Street,” Trenton, N. J. 
Cohen, Jerome B. 

Robinson Advertising Agency, Baltimore, Md. 
Cole, Charles A. 

Thompson Products, Inc., Cleveland, Ohio 
Collins, George T. 

Pennsylvania Salt Mfg. Co., Philadelphia, Pa. 
*Connelly, J. William 

Ketchum, MacLeod and Grove, Inc., Pittsburgh, Pa. 
Craddock, John, Jr. 

Dun & Bradstreet, Inc., Chicago, Ill. 
Crichton, John H. 

Advertising Publications, New York, N. Y. 
Dacey, J. J. 

Gould, Brown and Sumney, Inc., Cleveland, Ohio 
Dare, Edith 

Carter Products, Inc., New York, N. Y. 
Davies, William Twiston 

The Imperial Tobacco Co., Ltd. Bristol, England 
Day, George VanBuren 

Aluminum Company of America, Cleveland, Ohio 
Deason, Allen D., Jr. 

M. S. Chappel, New York, N. Y. 
*de Bevec John 

Tatham-Laird, Inc., Chicago, Ill. 
Doremus, Raymond 

Blatz Brewing Co., Milwaukee, Wis. 
Dundon, William S. 

Baltimore News Post, Baltimore, Md. 
Dunn, S. Watson 

University of Western Ontario, London, Ontario, 

Canada 

*Eley, Thomas C. 

University of Indiana, Bloomington, Ind. 
Emery, Jacob A. 

Leo Burnett, Inc., Chicago, Ill. 
Engel, Ernest E. 

Thomas J. Lipton, Inc., Hoboken, N. J. 
Fogarty, Marguerite 

The Times, Chicago, Ill. 
*France, Richard B. 

George Fry & Associates, Chicago, Il. 
Fuldauer, Robert R. 

Charis Corp. Allentown, Pa. 


* Signifies an Associate Membership. 
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Gaskill, William S. 
American Builder, Chicago, III. 
George, Edwin O. 
The Detroit Edison Co., Detroit, Mich. 
Gerard, Melvin 
The Conde Nast Publications, Inc., New York, N. Y. 
*Gilbert, Eleanor 
University of Pittsburgh, Pittsburgh, Pa. 
Goell, Martha Marie 
Krupnick & Associates, Inc., St. Louis, Mo. 
Goldman, Arthur Sworn 
Time, Inc., New York, N. Y. 
*Goldstein, Jacob 
University of Pennsylvania, Philadelphia, Pa. 
Grayson, William P. 
Afro-American Co., Baltimore, Md. 
*Green, Jay D. 
G. D. Searle & Co., Chicago, Ill. 
Green, Meyrick E., Jr. 
Harris-Seybold Co., Cleveland, Ohio 
Griffin, W. K. 
R. L. Polk & Co., Philadelphia, Pa. 
Grove, C. B. 
Armstrong Cork Co., Lancaster, Pa. 
Halsey, Edith V. 
The Lloyd H. Hall Co., New York, N. Y. 
Healey, George E., Jr. 
Hudson Motor Car Co., Detroit, Mich. 
Hodge, Edwin R., Jr. 
University of Wisconsin, Milwaukee, Wis. 
Hoffman, Robert M. 
United Merchants & Mfrs., Inc., New York, N. Y. 
Hooper, Alfred 
Ass’n. of Canadian Advertisers, Inc., Toronto, On- 
tario, Canada 
Hornick, Ella 
Pittsburgh, Pa. 
Housley, Clifton W. 
Curtis Publishing Co., New York, N. Y. 
Howland, Richard M. 
Redbook, New York, N. Y. 
*Hult, Adolf N. 
Mutual Broadcasting System, Chicago, III. 
Jackley, Arthur R. 
Crown Cork & Seal Company, Inc., Baltimore, Md. 
Johns, H. D. 
Cockfield, Brown, & Co., Montreal, P. Q., Canada 
Kearney, John A. 
The Chas. Sucher Packing Co., Dayton, Ohio 
*Kelley, William T. 
University of Pennsylvania, Philadelphia, Pa. 
Kestin, Krass 
Krass Kestin, New York, N. Y. 
King, Michael J. 
Dun & Bradstreet, Inc., Pittsburgh, Pa. 
Klayf, Bernard S. 
Federated Department Stores, Cincinnati, Ohio 
*Klemp, Fred V., Jr. 
Carter Adv. Agency, Inc., Kansas City, Mo. 
Klink, Elizabeth S. 
California & Hawaiian Sugar Refining Corp., Ltd., 
San Francisco, Calif. 


Komen, Marvin M. 
Brunswick-Balke-Collender Co., Chicago, III. 
Krauss, Daniel T. 
Wittenberg College, Springfield, Ohio 
Lahodny, George L. 
Detroit Edison Co., Detroit, Mich. 
Lewis, William C. 
Dun & Bradstreet, Inc., New York, N. Y. 
Lund, William R. 
Phillips Petroleum Co., Bartlesville, Okla. 
Mark, Irving W. 
R. C, A. Victor, Camden, N. J. 
Marsteller, William A. 
Rockwell Mfg. Co., Pittsburgh, Pa. 
*Martin, William F. 
Butler Brothers, Chicago, Ill. 
*McCargar, Robert S. 
National Analysts, Inc., Philadelphia, Pa. 
Meckstroth, Donald R. 
Servel, Inc., Evansville, Ind. 
Merriman, James F. 
Scott Paper Company, Chester, Pa. 
Mills, Jack Hodgdon 
H. D. Lee Co., Inc., Kansas City, Mo. 
Miner, Robert B. 
Ohio State University, Columbus, Ohio 
Moore, Robert E. 
Christiansen Advertising Agency, Chicago, IIl. 
Moore, Robert E. 
Spencer Chemical Co., Kansas City, Mo. 
Morrill, Stanwood A. 
Lambert Pharmacal Co., St. Louis, Mo. 
Morris, Charles O. 
Carnegie-Illinois Steel Corp., Pittsburgh, Pa. 
Muller, William P. 
Avoset Company, San Francisco, Calif. 
Narvell, C. John 
Curtis Publishing Co., Philadelphia, Pa. 
Nichols, Frank B. 
Marshall Field & Co., Chicago, Ill. 
Nichols, L. V. B. 
Lever Brothers Co., Cambridge, Mass. 
Norberg, Gordon A. 
Wade Advertising Agency, Chicago, Ill. 
Orth, A. Park 
Dickinson College, Carlisle, Pa. 
Over, William R. 
Snap-on Tools Corp., Kenosha, Wis. 
Payne, Stanley L. 
Opinion Research Corp., Princeton, N. J. 
Petrie, John E. 
Gray & Rogers, Philadelphia, Pa. 
Ransom, Jean B. 
The National Breweries Ltd., Montreal, P. Q., 
Canada 
Ray, Elsie 
American Broadcasting Co., New York, N. Y. 
Remus, F. L. 
North Star Woolen Mill Co., Minneapolis, Minn. 
Robinson, Phileon B., Jr. 
Carson Pirie Scott & Co., Chicago, Ill. 
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Rollins, Joseph R., Jr. 
Benjamin Eshleman Co., Philadelphia, Pa. 
Royer, O. O. 
Parker Appliance Co., Cleveland, Ohio 
Rubin, A. Milton 
A. J. Wood and Co., Philadelphia, Pa. 
Sandison, Herbert Alan 
Sanford Evans Statistical Service, Montreal, Quebec, 
Canada 
Schalk, A. F., Jr. 
N.A.1.T.D., Washington, D. C. 
Schultz, William J. 
American Management Counsel Co., New York, 
N, Y. 
Scott, Douglas E. 
Fuller & Smith & Ross, Inc., Cleveland, Ohio 
Scott, Eldred H. 
Detroit Edison Co., Detroit Mich. 
Scully, J. Donald 
Hawkins-Borie & Associates, Philadelphia, Pa. 
Shafer, Nelson C., Jr. 
University of Kansas, Lawrence, Kan. 
Shelton, Harold C. 
General Aniline & Film Corp., New York, N. Y. 
Shotwell, John W., Jr. 
University of Pennsylvania, Philadelphia, Pa. 
Stebbins, Owen Taylor 
Stanford University, Calif. 
Stimpson, John O. 
Detroit Edison Co., Detroit, Mich. 
Strouse, Samuel S. 
Theodore A. Newhoff Advertising Agency, Baltimore, 
Md. 
Stuart, Douglas E. 
Curtis Publishing Co., Philadelphia, Pa. 
Tabor, James L. 
Richard A. Foley Adv. Agency, Philadelphia, Pa. 
Thompson, E. K. 
Thompson and Company, Oakmont, Pa. 
Tjaden, Lowell E. 
Booz, Allen & Hamilton, Chicago, III. 
Ullman, Morris B. 
Bureau of the Census, Washington, D. C. 
Van Doren, Emerson M. 
Norwich Pharmacal Co., Norwich, N. Y. 
Voll, Roy A. 
Dun and Bradstreet. Inc., Philadelphia, Pa. 
Walker, Alan J. 
Lintas Proprietary Ltd., Sydney, Australia 
Wallace, Milton E. 
Skelly Oil Company, Kansas City, Mo. 
Watson, Merrill A. 
Institute of Carpet Mfrs., New York, N. Y. 
Watters, James V. 
James Lee and Sons Co., Bridgeport, Pa. 
Welker, Edward O. 
Radio Corporation of America, Camden, N. J. 
Wilson, Fern L. 
Cleveland College, Cleveland, Ohio 
Wing, Roger 
Paris & Peart, New York, N. Y. 


Winslow-Spragge, Alice 
American Management Counsel Co., Inc., New York, 
N. Y. 
Wintersea, Cyrus 
Hawshaw Chemical Co., Cleveland, Ohio 
*Wise, Pearl D. 
Western Auto Supply, Kansas City, Mo. 
Wolfe, David F. 
Oklahoma Publishing Co., Oklahoma City, Okla. 
Wollberg, G. Herbert 
Dun & Bradstreet, Inc., St. Louis, Mo. 
Yale, E. M. 
Charles M. Frosst & Co., Montreal, P. Q., Canada 
Zalles, Theodore A. 
Baltimore Markets, Inc., Philadelphia, Pa. 


ConFERENCE PROCEEDINGS 
Spring Conference—Boston 


This office still has a few copies of the Pro- 
ceedings of the Spring Conference at Boston 
last May 16 and 17 which were supplied to us 
by the New England Chapter. They are 
available at $2.00 a copy on a first-come, 
first-served basis so long as they last. 


Fall Conference—Detroit 


We have recently received from the local 
committee a limited number of copies of 
“Patterns for Tomorrow,” the Proceedings 
of the Fall Conference at Detroit, October 24 
and 25. They, too, are available so long as 
they last for $2.00 a copy. 


ComMITTEE REPoRT—“MARKETING 
RESEARCH AND INDUSTRY” 


Several hundred copies of the committee 
report on “Marketing Research and In- 
dustry” have been obtained through the 
National Association of Manufacturers. 
Members who want a more complete report 
than that carried in the JouRNAL may obtain 
single copies so long as they last upon request 
to this office. If more than one copy is de- 
sired, the nominal charge of ten cents plus 
postage will be made. 


PERSONAL Notes 


Major Victor W. Bennett, who joined the 
faculty of the School of Business Administra- 
tion at the University of Miami in the fall of 
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1946, after being separated from the Air 
Corps, was recently made chairman of the 
Marketing Department. 

Warren R. Eakin has been appointed 
Economist in the newly created Research and 
Development Division of Pittsburgh Con- 
solidation Co. He will be located at Pitts- 
burgh. 

Dr. Francis Elvinger, who was in the 
United States for four years as a visiting pro- 
fessor of marketing at Columbia University 
and, for one semester, as a lecturer on ad- 
vertising at New York University, has re- 
turned to Paris and resumed his activities in 
his advertising agency there. His address 
abroad is 78 Avenue Marceau, Paris 8°, 
France. 

Dr. Park J. Ewart, Head of the Depart- 
ment of General Business, University of 
Southern California, Los Angeles, has re- 
cently conducted a study of the California 
small loan industry, the results of which ap- 
peared in the February issue of the Southern 
California Law Review under the title “‘Cali- 
fornia Leads the Way in Small Loan Legisla- 
tion (A Case Study in the Application of 
Social Science Research in Evaluating the 
Relative Effectiveness of a Legislative 
Frame).” 

E. O. Schaller, formerly Associate Profes- 
sor of Retailing at New York University 
School of Retailing, has been promoted to 
full professor effective February 1, 1947. 


MEMORIAL 
Lovis Dwicut Harve._it WELD 
Born April 18, 1882—Died July 7, 1946 


A. B. Bowdoin 1905 
A.M. University of Illinois 1907 
Ph.D. Columbia University 1908 


The American Marketing Association here 
records the passing of one of the pioneers in 
the establishment and development of the 
formal study of its special field of interest, 
and one of the founders of the American 
Marketing Society. 

As a teacher at the University of Washing- 
ton, University of Pennsylvania, University 
of Minnesota, and the Sheffield Scientific 
School of Yale University, he blazed new 
trails and provided an inspiration to younger 
men and to colleagues alike. 

As manager of the commercial research 
department of Swift and Company (1917- 
1926) and as account executive and director 
of research of McCann-Erickson, Inc. (1926- 
1946), he carried the scientific spirit and 
method into the area of business affairs. 


The Association pays its respects to a 
practical business man, and a scholar, whose 
work evoked the admiration of businessmen 
and scholars alike, whose writings and per- 
sonal influence have made a constructive and 
lasting contribution to marketing research 
and the teaching of marketing. 
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